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Letter to our Shareholders 


Dear Shareholders: 

We are pleased to report that the company achieved positive earnings for 2002. This year's net income was 
CDN$2,357,000, or $.16 per share, on revenues of $9,937,000, as compared with CDN$10,183,000, or $.71 per share, 
on revenues of $16,036,000, in 2001. 


For Canada Southern, 2002 was a pivotal year and actions taken during the year should have significant 
consequences during 2003. Operationally, the Company resumed investigating gas exploration and development 
opportunities, with the intent during 2003 of investing a modest portion of the Company's cash flow. It also 
strengthened its ownership position in several of its non-Kotaneelee properties. The Company's growing focus on 
gas exploration and development is reflected in its nomination of a highly experienced Canadian oil and gas 
executive for election to replace Mr. Benjamin Heath, who is retiring from the Board of Directors after more than four 


decades of service to the Company. Thus, the stage is set for an exciting 2003. 


Kotaneelee 
The Company's most significant asset is its 30% carried interest in the Kotaneelee gas field in the Yukon Territory. This 


field has been the subject of intense litigation during the last decade. 


During 2002, the Company realized revenues from the field of approximately $7,200,000 as contrasted with revenues 
of $12,550,000 in 2001. The decrease resulted from both decreased production volumes and lower natural gas prices. 
Production has continued to decline in 2003 and this production decline remains a serious concern. However, during 
the first quarter of 2003, net Kotaneelee revenues were up 51% over the comparable period last year due mainly to 


an 84% increase in comparable gas pricing. 


Kotaneelee has been a prolific field. From just two wells the field has produced 194 bcf over 12 years. We continue to 


believe that additional wells should be drilled to determine the additional potential of this 30,753 acre lease. 


During 2002, the Company's litigation counsel made the necessary filings in the litigation appeals process, and 


hearings in the case are scheduled in late 2003. 


Other Properties 

Most of the Company's properties are located in the Yukon, British Columbia and the Arctic Circle. Oil and gas 
reservoirs in these areas are typically located at great depths in complex geologic structures, and thus have high 
exploration and development costs. During 2002, in order to diversify its properties, the Company began selectively 
searching for shallower production with potential for increasing the Company's cash flow and thus enhancing its 


market value. 
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(i) 


An early result of this search is the Company's 2003 acquisition of over 10 sections of land mineral rights in Southern 
Alberta. Unlike most of the Company's northern British Columbia landholdings, drilling access is not restricted to 
"winter only" access. Canada Southern has commenced the planning process that should enable it to drill certain of 
these lands before this year end. The Company is being very selective and cautious in acquiring properties such as 


this, and expects to make only modest investments in such activity until the Kotaneelee litigation is resolved. 


Operational steps taken in 2002 to support or enhance the value of the Company included the following: 

¢ Workover at Buick Creek B-23-E/94-A-11 resulting in an increase in production of approximately 290 mcf per day 

¢ Acquisition of a 22.5% working interest in a screw compressor at Wargen D-56-C/94-H-6 which increased 
production by 90 mcf per day net to the Company's interest 

¢ Workover at Siphon (12.5% working interest) and Clarke Lake (22.5% working interest) 

¢ Acquisition of 3-D seismic for a portion of the Wargen field, and identification of possible drilling location for a 
deep Slave Point Formation test 

e Management visit to field facilities at Siphon, Buick Creek, and Wargen to obtain a comprehensive understanding 
of facility ownership 

¢ Consolidation/reorganization of the Company's seismic inventory for future development and growth (currently 
estimated to encompass approximately 7,500 kilometers (4,650 miles) of 2-D seismic) 

* Collection of $587,000 of carried and working interest revenues from the operator of the Siphon field relating to 
prior years 

e Investment of the Company's cash balances at materially higher yields than previously, with no material increase 


in risk 


Notable operational developments so far in 2003 include: 

e Participation in testing of Clarke Lake A-61-F/94-J-10 (22.5% working interest) resulting in an expected increase of 
250 mcf per day 

e Acquisition of 100% mineral lease interest in 6,880 acres of land in Southern Alberta 


¢ Confirmation as an owner of the gas production facilities and infrastructure at Siphon 


Operational goals in 2003 include the following: 

¢ Obtain confirmation as a facility owner at Buick Creek and Wargen 

¢ Satisfactorily settle a withheld revenue issue with the operator of the Clarke Lake area 

e Expand the Company's technical knowledge of its land holdings, especially the Arctic Islands 

¢ Complete the reorganization of the Company's seismic database 

e Prudently apply the capital budget (currently estimated at $3 million) in drilling certain exploratory and 


development prospects, and in other oil and gas related activities 
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Board of Directors Nominee 
Benjamin W. Heath, a director of the Company since 1956, is not standing for re-election to the Board. He has 
been a part of the Company since its formation and we thank him for his many years of service and contributions 


to the Company. 


After considering numerous candidates, the directors have nominated Mr. D. Michael G. Stewart to serve as a 
director for a five-year term. A geology/geophysics graduate of Queen's University (Ontario), as well as a registered 
Professional Engineer in the Province of Alberta, Mr. Stewart has more than 30 years’ senior management experience 
in Western Canadian oil and gas exploration, development, and marketing. As a board member, he would bring 


extensive knowledge and experience on a wide range of matters essential to enhancing the value of the Company. 


Conclusion 
Building the value of Canada Southern continues to be the paramount goal of management. We believe that goal is 
best achieved by concluding the Kotaneelee litigation on terms favorable to the Company and its shareholders, and 


by pursuing the further development of the company’s properties. 
We share the frustration with our shareholders with the seemingly endless delays in concluding the Kotaneelee 
litigation and we are grateful for the continuing understanding, patience and support of shareholders as we strive to 


build the value of Canada Southern. 


Respectfully submitted, 


Randy Denecky 
Acting President & CFO 
Calgary, Alberta 


May 6, 2003 
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Part | 


Item 1. Business 

The nature of Canada Southern Petroleum Ltd.'s business is described in Item 1(c) herein, and a description of its 
principal natural gas properties in Canada appears in Item 2 herein. For additional information regarding the 
development of the business, see Item 1(a) and Item 2, "Properties" and Item 8, "Supplemental Information on Oil 


and Gas Producing Activities. " 
(a) General Development of Business 


Yukon Territory - The Kotaneelee Field 

The principal asset of Canada Southern Petroleum Ltd. ("Canada Southern" or the "Company") is a 30% carried 
interest in the Kotaneelee Exploration Permit 1007 in the Yukon Territory, Canada. Canada Southern has held an 
interest in the 30,753 gross acre permit since 1957. Canada Southern discovered natural gas within the field in 1963 
when it drilled the "I-27" well. Pursuant to 1966 and 1977 agreements, Canada Southern converted its interest into 
the carried interest position that it holds today. There have been a total of six wells drilled on the property: two 
producing natural gas wells, one salt water disposal well and three abandoned wells. Of the three abandoned wells, 
two were abandoned due to down-hole mechanical problems. Both of the two productive wells ("B-38" and "|-48") 
are producing from the Nahanni Formation. This formation is located approximately 12,000 feet below the surface 
and is characterized as being a low porosity, low permeability carbonate whose prolific production is assisted by a 
complex system of fractures. In 1977 the B-38 well was drilled, penetrated 1,100 feet of gross pay and had a 
maximum calculated natural gas flow of 265 million cubic feet ("Mmcf") per day. The I-48 well, drilled in 1980, 


encountered 500 feet of net gas pay and tested a maximum calculated natural gas flow of 450 Mmcf per day. 


Although the Kotaneelee field sporadically produced 1.6 BCF ("billion cubic feet") of natural gas over 10 months 
between 1979 and 1981, continuous production commenced in February 1991. According to government reports, 


gross yearly production from the Kotaneelee natural gas field since 1991 has been as follows: 


Calendar Year Production (Bcf) 
1991 8.1 
1992 18.0 
1903 1.5 
1994 16.7 
1995 S37 
1996 SZ 
1997 14.4 
1998 16.0 
1999 223 
2000 20.2 
2001 16.9 
2002 13a 
Total 194.1 
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The combined gross production from the field for the month of December 2002 was approximately 32.1 Mmcf per 
day (16.3 Mmcf per day from B-38 and 15.8 Mmcf per day from I-48). Gross natural gas sales were approximately 25.6 
Mmcef per day for the month of December 2002. 


Natural gas sales from the Kotaneelee field are approximately 80% of total monthly production due to shrinkage and 


fuel gas requirements. 


Water production has increased since 2001 and the producing field may require the drilling of another water disposal 
well. To alleviate the concern of water disposal capacity the operator improved the water handling capabilities of the 
surface equipment during the first quarter of 2002. If water production were to continue to increase, future natural 


gas production from the B-38 well could be adversely impacted. 


As a carried interest owner, Canada Southern is entitled to receive its net share of field revenues after the working 


interest owners recover all of their capital and operating costs. 


On January 19, 2001, Canada Southern’s carried interest account in the Kotaneelee field reached undisputed pay out 
status. During the second quarter of 2001, Canada Southern began receiving its share of net proceeds from the field 
and accordingly commenced reporting its share of revenues. As of December 31, 2001, Canada Southern recorded 
$12,548,697 of net proceeds from the field for the production period of January 20, 2001 through November 30, 2001. 
During the year ended December 31, 2002 (production period of December 1, 2001 to November 30, 2002) net 
recorded proceeds were $7,193,686. 


Because of uncertainties as to production rates, natural gas prices and future capital expenditures, Canada Southern 
is unable to accurately predict the amount of future net proceeds that it may receive on account of production at 
the field. 


Under carried interest agreements, all of the operating decisions are effectively the responsibility of the working 
interest partners. Canada Southern, at its option, may convert from a carried to a working interest position in the 
field. Although conversion would result in greater control over the Company's largest asset, other factors include 
responsibility for marketing and transportation arrangements, funding of future abandonment liabilities, and the 
requirement to fund future field development expenses as they occur. Canada Southern continues to consider these 


factors in determining when, or if, it will convert into a working interest. 


During 2001, Canada Southern acquired 24 kilometers (15 miles) of additional 2-D seismic data over Kotaneelee 
complementing its existing 215 kilometers (134 miles) of related 2-D seismic area coverage. Interpretation and review 
of this seismic data has supported previous geological and geophysical studies of Kotaneelee performed in 1999 by 
Canada Southern. These results show several prospective spacing units that remain undrilled north and west of the 
main producing field, with the most significant being a large structure west of the producing field, which appears to 
be isolated and untapped due to faulting. On this structure the target, the Nahanni zone, appears to be at a 


shallower depth compared with the equivalent horizon of the producing field. If this analysis is 
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correct, then the target would be a greater distance from possible water and there could be a greater potential for 


enhanced natural gas recoveries. 


Canada Southern believes that any future development of the field will not occur until the litigation concerning the 
field is concluded. The Kotaneelee field has been the subject of lengthy litigation. See Item 3. - "Legal Proceedings" 
for a discussion of litigation relating to the Kotaneelee field which may affect the status of the carried interest and the 


amount of the carried interest account. 
Devon Canada Corporation (formerly Anderson Exploration Ltd.) is the operator of the Kotaneelee field. 


The Yukon Territory covers 483,450 square kilometers (186,660 square miles) where a total of only 71 wells have been 
drilled to date. Canada Southern currently has interests in the only two producing wells in the entire Yukon. The 
Yukon Government assumed responsibility for its oil and gas resources in 1998 and has now established a 
competitive regime. The Company believes that it is the intent of the Yukon Government to facilitate and foster new 
oil and gas activity. To achieve that goal, the Yukon Government is currently in the process of settling native land 
claims prior to granting mineral leases for the exploration of natural gas and oil. Once land claims have been settled, 
Canada Southern understands that the Yukon Government intends to lease acreage surrounding the Kotaneelee field 
for oil and gas exploration. Given the prolific production from the Kotaneelee field, Canada Southern expects intense 
competition for this exploratory acreage. Canada Southern believes its ownership in the Kotaneelee field provides it 


with a strategic advantage to compete for this acreage. 


British Columbia - Properties 

Prior to the Kotaneelee field reaching undisputed pay out status, Canada Southern’s principal source of income has 
been from the sale of natural gas and associated liquids from properties located in northeast British Columbia. 
Effective January 1, 2001, Canada Southern converted its carried interests in northeast British Columbia, including the 
areas of Buick Creek, Wargen, Ekwan and Clarke Lake, to working interests. Effective April 1, 2001, Canada Southern 
converted its carried interest in the Siphon area to a working interest. The Company converted to a working interest 


position to gain greater control of its assets. 


Conversion issues 

The conversion from carried to working interest at Buick Creek, Siphon and Wargen, created an issue with respect to 
facility ownership. When development of these properties occurred, the operators charged certain facility and 
pipeline infrastructure construction costs to the carried interest account. Upon payout of the carried interest account, 
Canada Southern had effectively paid its share of the construction capital costs of those facilities. As a result, it 
believes that upon conversion, it became entitled to a working interest in those facilities. Ownership interest in 


facilities has both strategic and economic benefits. 
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In October 2002, management of Canada Southern visited all of these facilities to obtain a comprehensive 
understanding of the assets to assist in the resolution of the outstanding facility ownership issues with the properties’ 
respective operators. Canada Southern has participated in various levels of discussions with each of the three current 


field operators and expects to be recognized as a facility owner in all of these areas in 2003. 


Withheld revenue issue 

In 2000, the operator of the carried interest properties at Buick Creek, Wargen and Clarke Lake in British Columbia 
withheld approximately $1,081,000 in payments from the carried interest account to recover an amount claimed to 
have been overpaid to Canada Southern in prior years. Canada Southern disputes the operator's position and is 
attempting to recover the disputed amount. In accordance with the Company's accounting policies, no recovery of 
the disputed amount has been recorded. Discussions with the operator are continuing and it is expected that this 


issue will be resolved during 2003. 


Buick Creek: 

Canada Southern owns an average 21.5% working interest in a producing natural gas property at Buick Creek 
through its mineral lease of 22,675 gross acres (4,893 net acres). The Company has owned an interest in this field from 
the date of its original development in the 1950's. This field currently contains 14 natural gas wells mainly producing 
from the Dunlevy Formation. In 2002, Canada Southern’s share of gross sales from this field averaged 867 thousand 
cubic feet ("mcf") per day of natural gas and 16 barrels ("bbls") per day of liquids (2001 — 669 mcf per day of natural 
gas, and 1 bbl per day of liquids respectively). 


Subsequent to completion of numerous discussions, Canada Southern is awaiting receipt of executed documentation 
from current working interest partners recognizing its ownership rights in the production facilities. Upon completion 
of the facility ownership issue, Canada Southern anticipates that it will be responsible for the payment of 
approximately $675,000 for its share of the costs related to facility improvements that occurred in December 2001. As 
a result, this amount has been included in accrued liabilities since December 31, 2001. Canada Southern may also be 
invoiced for additional operating and or capital costs at Buick Creek. Possible amounts of such costs are currently 


undeterminable. 


Canada Southern participated (22.5% working interest) in the testing of the previously suspended B-23-E/94-A-11 
natural gas well in March 2002. As a result of the production test's positive results, Canada Southern participated in 
equipping and re-activation of the well for permanent production in the summer of 2002, with sustained production 
commencing in October 2002. During the 11 days that the well produced during the month of December 2002, the 
well's gross production was 1,291 mcf per day (290 mcf per day net to Canada Southern). 


Canada Southern has interests in 5,138 gross (1,156 net) undeveloped acres at Buick Creek. 
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Wargen: 

At December 31, 2002, Canada Southern held 6,298 gross (1,609 net) working interest acres in the Wargen natural gas 
field for an average 25.5% working interest, of which 2,798 gross (822 net) acres were undeveloped. Although the 
Company has held its interest in certain of these lands since 1952, the initial discovery was made in 1960 with further 
development between 1968 and 1988. Sales from this area averaged 328 mcf of gas per day and 7 bbls per day of 
liquids during the year 2002 (2001 — 276 mcf per day). 


In October 2001, Canada Southern farmed out its 50% working interest in 1,397 gross acres of exploratory acreage in 
the Wargen area to an industry partner. The farmee paid 100% of the capital costs to drill two wells on the lands and 
Canada Southern retained a 7.5% gross overriding royalty on the wells production, which is convertible at pay out (at 
the Company's option) to a 20% working interest. The operator placed one of the wells on production in March 2002, 
resulting in net royalty revenue of $83,768 in favor of the Company's interest for the year ended December 31, 2002. 
Based on internal estimates, Canada Southern expects that this well will pay out either late in 2003 or early 2004. The 
second well was completed and tested during the winter of 2002/2003 and the operator is hoping to tie-in the well 
for production in 2003. 


In December 2002, Canada Southern participated (22.5% working interest) in the acquisition of a wellhead screw 
compressor at D-56-C/94-H-6. The compressor improved the well’s gross production from approximately 300 mcf per 
day to 700 mcf per day. Upon review of field production data, Canada Southern believes that at least two additional 
wells in the area may be candidates for wellhead compression, and has approached the field's operator to discuss the 


issue in more detail. 


In December 2002, Canada Southern acquired certain recently shot 3-D seismic coverage over a portion of its lands 
at Wargen. Preliminary technical analysis of the seismic indicates that certain of the lands (50% working interest) are 
prospective for hydrocarbons. Canada Southern intends to participate in the drilling of an exploratory Slave Point 


Formation test well on these lands in the winter of 2003/2004. 


Siphon: 

Canada Southern holds 5,925 gross (1,038 net) acres of certain mineral rights for an average 17.5% working interest in 
a natural gas field at Siphon. The Company has owned its interest in these lands since the early 1950's. In 2002, 
Canada Southern’s share of sales averaged 459 mcf per day of natural gas and 4 bbls per day of liquids (2001 — 333 
mcf per day of natural gas and 3 bbls per day of liquids respectively). 


In 2001, Canada Southern determined that payout of the carried interest account had occurred prior to the 
conversion into a working interest. During the third quarter of 2002, Canada Southern completed its negotiations on 
the issue and received payment from the operator of $266,747. In accordance with Canada Southern’s accounting 


policies, the receipt of these revenues was recorded for accounting purposes in the third quarter of 2002. 
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In addition, in 2001, the operator did not provide Canada Southern with its working interest share of net revenue 
from the date of conversion through to December 31, 2001. Although accounting information became available for 
inclusion in the prior year end, cash payment of approximately $321,000, net to the Company's interest, was not 
received until the third quarter of 2002. Receipt of continuing monthly payments for production months in 2002 
commenced late in the second quarter of 2002. Resolution of this issue resulted in a significant reduction in accounts 


receivable outstanding from this party, as compared with the year ended December 31, 2001. 


Negotiations to reflect Canada Southern’s ownership interest in the facilities at Siphon and related accounting 
adjustments were completed during 2002. Canada Southern is awaiting receipt of agreements to formally recognize 


its interest in these facilities. 


In August 2002, Canada Southern participated (12.5% working interest) in a fracture stimulation of the 7-33-86-16W6M 
well at Siphon. The frac was successful and resulted in the reactivation of production in a previously suspended 
Halfway natural gas zone. Gross natural gas production from this well for the month of December 2002 was 219 mcf 


per day. 


Clarke Lake: 
Canada Southern owns a 15% average working interest in 3,370 gross (518 net) acres in the Clarke Lake area. The 
Company has owned an interest in these mineral rights since the early 1950's. During 2002 net sales revenue from this 


property were minimal; however, the area has recently become active. 


In the fall of 2002, Canada Southern participated in the re-activation of a previously suspended 22.5% working 
interest natural gas well located at C-54-F/94-J-10. During December 2002, the reactivation resulted in the increase of 
the field’s gross production by 380 mcf per day. Upon technical review of this well in February 2003, Canada Southern 
approached the operator of the well and suggested certain improvements to the down-hole production string 


configuration that would allow for enhanced natural gas production and reduce liquid loading. 


During the third quarter of 2002, Canada Southern participated (22.5% working interest) in the temporary repair of 
the A-61-F/94-J-10 well. This well has been suspended since 1978, due to a suspected hole in the casing, but has 
produced over 47 BCF of natural gas from the Slave Point Formation. In February 2003, Canada Southern 
participated in the completion of the down-hole repair and testing of this well. The down-hole repair and production 
test was successfully completed in late February 2003 and resulted in gross restricted natural gas test rates of 1.1 
Mmcef per day. Based on discussions with the operator, Canada Southern expects that this well will be equipped and 


tied-in for production during the second quarter of 2003. 
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Other: 

In March 2003, Canada Southern participated (22.5% working interest) in the repair and testing of a natural gas well at 
Jackfish. The well was originally drilled many years ago and tested gross rates in excess of 5 Mmcf per day from the 
Slave Point Formation. The well has never been placed on production due to a suspected down-hole well problem 
and lack of natural gas pipeline infrastructure in the area. Although initial significant natural gas test rates were 
experienced, the gas flow rate and wellhead pressure subsequently dropped indicating that the natural gas reservoir 


was limited in size. As a result, the well was determined to be uneconomic and was abandoned. 


In March 2001, the operator of the Ekwan property placed a well on production. Canada Southern contributed its 
22.5% working interest share in the operations and its share of sales from the well has averaged 56 mcf per day for 


the year 2002. Canada Southern has an interest in 1,347 gross (303 net) acres in the area. 


Canada Southern has other petroleum and natural gas leases in northeast British Columbia that are being evaluated. 
At December 31, 2002, Canada Southern held interests in 1,680 gross (310 net) developed acres and 13,455 gross 
(11,483 net) undeveloped acres in these leases. Canada Southern intends to either drill wells on these properties or 


attempt to farm out the prospects to industry partners. 


As of December 31, 2002, the only remaining convertible carried interest property located in British Columbia was in 
the Highway area. Canada Southern holds a 50% net profits interest in the property which is convertible into a 50% 

working interest. The Highway prospect is currently non-producing with approximately $4 million of capital costs that 
must be recovered before any pay out to Canada Southern. At present, the Highway prospect is not expected to be 


placed on production, nor is pay out expected to occur in the foreseeable future. 
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Arctic Islands - Properties 
As of December 31, 2002, Canada Southern held working interests in 45,100 gross acres and carried interests in 
133,260 gross acres in the Sverdrup Basin, located in the Arctic Islands. A summary of the Company's ownership 


interests in Arctic Island lands is as follows: 


Acreage Canada Southern Ownership Interest 
Property name Gross Net* Working Interest Carried interest 
Bent Horn 4,590 230 - 5.00% 
Drake Point 9,112 568 6.23% - 
Drake Point 75/7 227 - 30.00% 
Hecla 114,135 34,241 - 30.00% 
Kristoffer Bay 2,638 2 . 5.00% 
Roche 1,495 45 3.00% : 
Romulus 6,095 914 - 15.00% 
Whitefish 2,163 137 6.30% - 
Whitefish 32,330 1,066 3.30% - 
Whitefish 5,045 1,514 - 30.00% 


Total 178,360 39,074 


* For purposes of the preceding table, net carried interest acres were determined on an “after conversion to working 


interest” basis. 


To promote drilling in Canada’s north, the Canadian Federal Government provided incentives to oil and gas 
companies to explore for hydrocarbons. One such incentive was termed "Significant Discovery" status. If exploratory 
wells were drilled and resulted in the discovery of oil or gas, the interest in these lands would be continued for an 
extended period of time pending future development. The Canadian Federal Government has designated the Bent 


Horn, Drake Point, Hecla, Kristoffer Bay, Roche Point, Romulus and Whitefish fields as Significant Discovery Lands. 


Panarctic Oils Ltd., the operator, received Federal government regulatory approvals for a pilot project to move 
shipments of crude oil from the Bent Horn field by tanker through the Northwest Passage to southern Canada in 
1985. Through December 31, 1996, approximately 2.7 million barrels of Bent Horn crude had been sold. In 1996, the 
operator shut down production from the field and dismantled the production facilities because of economic 
uncertainties. Canada Southern owns a 5% carried interest in Bent Horn, which has not yet reached pay out status. 


The timing of any pay out is uncertain. 


With the demand for energy increasing, major oil and gas producers, and industry investors have expressed renewed 
interest in exploring Canada’s North to develop additional hydrocarbon reserves and productive capacity. This 
renewed interest has generated much discussion about the possibility of a new pipeline and its proposed route to 
service the reserves of the McKenzie Delta and Alaska. Until such time as the timing of construction of pipeline 
infrastructure in the area is resolved, Canada Southern expects that minimal exploration, development and 


production activity will occur in the Arctic region. 


Canada Southern has over 4,800 kilometers (1,853 miles) of 2-D seismic data covering certain areas of the Arctic. 
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Northwest Territories - Properties 

Canada Southern owns a 45% carried interest in 1,613 gross acres in the Celibeta field located in the Northwest 
Territories. This field (ex-permit 2713) was designated as a Significant Discovery Land by the Federal Government. 
There is no current activity on this land and it has not paid out. Future development of this shut-in gas field is at the 


discretion of the operator. 


Alberta - Properties 
Since February 2000, subsequent to disposal of its heavy oil property in Kitscoty, Canada Southern has not been 
active in the Province of Alberta. Canada Southern currently holds a working interest in 4,330 developed acres (679 


net) and 6,207 gross undeveloped acres (2,861 net) in Alberta. 
Canada Southern is considering becoming more active in the Province of Alberta. 


Saskatchewan - Properties 

Canada Southern currently holds a 79.4% working interest in a shut-in natural gas well and 1,280 gross acres in the 
Little Pine area of Saskatchewan. Industry competitors have become more active in the area and depending on gas 
pricing and other economic considerations, it may become economic for Canada Southern to place its presently 


shut-in gas well on production. 


Texas - Properties 

In 1999, Canada Southern participated in the drilling and completion of two wells in Stephens County, Texas. This 
resulted in one dry hole and one nominal crude oil/natural gas producer. Efforts to farm out the remaining undrilled 
acreage were unsuccessful. During the second quarter of fiscal 2000, the carrying costs ($635,000) of the project were 
written down to a nominal value of $1.00. In 2001, Canada Southern abandoned the wells. As a result, Canada 


Southern no longer holds any direct interests in oil and gas properties in the United States. 


1(b) Financial Information about Industry Segments 
Since Canada Southern is primarily engaged in only one industry, oil and gas exploration and development, this item 
is not applicable. See Item 8 — "Financial Statements and Supplemental Data" for financial information concerning 


Canada Southern. 


1(c) Narrative Description of the Business 

Canada Southern was incorporated in 1954 under the Canada Corporations Act. In 1979, Canada Southern became 
subject to the Canadian Business Corporations Act, and in 1980, was continued under the Nova Scotia Companies 
Act. Canada Southern currently has two wholly owned subsidiaries; Canpet Inc. and CS Petroleum Ltd. both of which 


are currently inactive. 
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The Company's corporate headquarters are located at suite 505, 706 — 7th Avenue SW, Calgary, Alberta, Canada, T2P 


0Z1, where the telephone number is (403) 269-7741. The Company's website address is "www.cansopet.com." 


Canada Southern is engaged in the exploration for and development of properties containing or believed to contain 


recoverable natural gas and oil reserves and the sale of natural gas and oil from these properties. Although many of 


the properties in which Canada Southern has interests are undeveloped, all properties with proved reserves are 


partially or fully developed. Canada Southern’s interests in exploratory ventures are on properties located in Alberta, 


British Columbia, Saskatchewan, the Northwest and Yukon Territories and the Arctic Islands in Canada. Canada 


Southern’s principal asset is its 30% carried interest in the Kotaneelee field, a partially developed natural gas field in 


the Yukon Territory (See Item 3 - "Legal Proceedings"). 


Canada Southern also has interests in producing properties in British Columbia. 


(i) 


(ili) 


(iv) 


Principal Products 
The principal source of Canada Southern’s revenue is derived from carried interest proceeds from the 
Kotaneelee natural gas field. Canada Southern also receives revenue from the sale of natural gas and associated 


liquids derived from its working interests. 


Status of Product or Segment 
At present, certain of the properties in which Canada Southern has interests are undeveloped 


and/or non-producing. 


Raw Materials 


Not applicable. 


Patents, Licenses, Franchises and Concessions Held 
Permits, concessions and mineral leases are important to Canada Southern’s operations, since they allow the 
search for and extraction of any natural gas and crude oil discovered on the areas covered. See the schedule of 


properties under Item 2 - "Properties." 


Seasonality of Business 

Canada Southern’s business is not seasonal, however the price received for natural gas sales generally increases 
during periods of increased consumer demand (i.e. the winter heating season). Exploration and development 
activities are restricted in certain areas on a seasonal basis. In certain areas field access with heavy equipment is 
only possible during the winter months due to the presence of muskeg and the lack of developed road 
infrastructure. In Northern regions extreme weather conditions affect transportation and the ability to pursue 


these activities. 


Canada Southern Petroleum Ltd. : 2002 Annual Report 


(vi) Working Capital Items 
Not applicable. 


(vii) Customers 
Currently, Canada Southern allows its partners to market its production. Payments of the net carried interest 
revenues from the Kotaneelee field are received from BP Canada Energy Company, Devon Canada Corporation, 
Imperial Oil Resources Ventures Limited and ExxonMobil Canada Properties. Canada Southern receives its 
revenue from the following operators of its working interest properties: Samson Canada, Ltd, Anadarko Canada 


Corporation, Devon Canada Corporation and Petro-Canada Oil and Gas. 


(viii) Backlog 
Not applicable. 


(ix) Renegotiation of Profits or Termination of Contracts 


or Subcontracts at the Election of the Government 
Not applicable. 


(x) Competitive Conditions in the Business 
The exploration for and production of natural gas and crude oil are highly competitive operations, both internally 
within the oil and gas industry and externally with producers of other types of energy. The ability to exploit a 
discovery of crude oil or natural gas is dependent upon considerations such as the ability to finance 
development costs, the availability of equipment, and the ability to overcome engineering and construction 
delays and difficulties. Canada Southern competes with companies which have substantially greater resources 
available to them. Because the majority of Canada Southern’s interests are in remote areas, operation of Canada 
Southern’s properties is more difficult and costly than those in more accessible areas. Furthermore, competitive 


conditions may be substantially affected by energy legislation in Canada. 


(xi) Research and Development 


Not applicable. 


(xii) Environmental Regulation 


See Environmental Regulation and Kyoto Accord in Item 1(d). 
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(xiii) Number of Persons Employed by Canada Southern 
Canada Southern currently has two full time employees and one part time employee, all of whom are located in 
Canada. Canada Southern relies to a great extent on consultants (approximately 6) for engineering, land, 
geological, geophysical, legal and certain administrative services because it is currently more cost effective than 


employing a larger full time staff. 


1(d) Financial Information about Foreign and Domestic Operations and Export Sales 
(1) Revenues, Operating Income and Identifiable Assets 


Canada Southern’s operating assets and revenues are attributable primarily to its operations in Canada. 


(2) Risks Attendant to Foreign Operations 
The properties in which Canada Southern has interests are located in Canada and for U.S. investors would be 
subject to certain risks involved in the ownership and development of such foreign property interests. These risks 
include but are not limited to those of: nationalization; expropriation; confiscatory taxation; native rights; 
changes in foreign exchange controls; currency fluctuations; burdensome royalty terms; export sales restrictions 
and other laws and regulations which may adversely affect Canada Southern’s interests in these properties, such 
as those providing for conversion, proration, curtailment, cessation or other forms of limiting or controlling 


production of, or exploration for, hydrocarbons. 


Land Tenure 

The respective provincial governments own crude oil and natural gas located in the western provinces of Canada. 
Provincial governments grant mineral rights to explore for and produce crude oil and natural gas pursuant to leases, 
licenses and permits (termed "crown") for varying terms. In certain cases permit terms and conditions set forth in 
regulatory legislation may include the requirement of work commitments. Crude oil and natural gas located in such 
provinces can also be privately owned (termed "freehold") and rights to explore for and produce such hydrocarbons 
are granted by lease on such terms and conditions as may be negotiated individually with the mineral owner. The 
term of both crown and freehold leases will generally continue as long as crude oil or natural gas is produced from 


the property. 


Crude oil and natural gas mineral rights on federal lands are generally regulated by the Government of Canada 
unless authority has been delegated to a territorial or provincial government. In May 1993, the Canada Yukon Oil and 
Gas Accord was signed which allowed for the transfer to the Yukon Government of authority to administer and 
control hydrocarbon resources within that territory and for the establishment of an Oil and Gas Management Regime. 


The transfer has now been completed. 
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Production and Production Facilities 

The Governments of Canada, Alberta, British Columbia, Saskatchewan, Yukon and Northwest Territories and Nunavut 
have enacted statutory provisions regulating the production of crude oil and natural gas. These regulations may 
restrict the maximum allowable production from a well based on reservoir engineering and/or conservation practices. 
The construction and operation of facilities to recover and process crude oil and natural gas are also subject to 


regulation. 


Pricing and Marketing - Natural Gas 

In Canada, the price of natural gas is determined by negotiation between buyers and sellers, with the result that the 
market determines the price of natural gas. Natural gas exported from Canada is subject to regulation by the 
National Energy Board ("NEB"). Exporters are free to negotiate prices and other terms with purchasers, provided 
that the export contracts must continue to meet certain criteria prescribed by the NEB. As is the case with crude oil, 
natural gas exports for a term of less than two years must be made pursuant to an NEB order or, in the case of 


exports for a longer duration, pursuant to an NEB license and Governor in Council approval. 


Pricing and Marketing - Crude oil 

In Canada, producers of crude oil negotiate sales contracts directly with purchasers, with the result that the market 
determines the price of crude oil. Certain purchasers periodically advertise for volumes of crude oil they are prepared 
to purchase and the price being offered for such volumes. The price depends in part on crude oil quality, prices of 


competing fuels, distance to market and the value of refined products. 


Royalties and Incentives 

The royalty regime is a significant factor in the profitability of crude oil and natural gas production. Royalties payable 
on production from lands other than Crown lands are determined by negotiations between the mineral owner and 
the lessee, although production from such lands may also be subject to provincial taxes and regulations. Crown 
royalties are determined by government regulation and are generally calculated as a percentage of the value of the 
gross production. The rate of royalties payable generally depends in part on prescribed reference prices, well 
productivity, geographical location, field discovery date and the type or quality of the product produced. The value 
of the gross production for royalty purposes may be based on a deemed value for the product rather than the actual 


value received by the interest holder. 


From time to time the Governments of Canada, Alberta, British Columbia and Saskatchewan have established 
incentive programs, which have included royalty rate reductions, royalty holidays and tax credits for the purpose of 
encouraging natural gas and crude oil exploration, or enhanced recovery projects. Incentives are intended to 
enhance the cash flow of the crude oil and natural gas industry and to improve the economics of finding and 


developing new and more costly crude oil and natural gas reserves. 
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Crude oil royalty holidays for specific wells and royalty reductions reduce the amount of Crown royalties paid by the 


interest holder to the respective government. Tax credit programs provide a rebate on Crown royalties paid. 


Environmental Regulation 

The oil and natural gas industry is subject to environmental regulation pursuant to local, provincial and federal 
legislation. Environmental legislation provides for restrictions and prohibitions on spills, releases or emissions of 
various substances produced in association with certain crude oil and natural gas industry operations. An 
environmental assessment and review may be required prior to initiating exploration or development projects or 
undertaking significant changes to existing projects. In addition, legislation requires that well and facility sites be 
abandoned and reclaimed to the satisfaction of the appropriate authorities. A breach of such legislation may result in 
the imposition of fines or penalties. Federal environmental regulations also apply to the use and transport of certain 
restricted and prohibited substances. Canada Southern is committed to meeting its responsibilities to protect the 
environment wherever it operates and believes that it is in material compliance with applicable environmental laws 
and regulations. Canada Southern has not been required to spend significant sums to comply with clean up laws and 
regulations. Canada Southern’s compliance with governmental provisions regulating the discharge of materials into 
the environment or otherwise relating to the protection of the environment is not expected to have a material effect 


on its capital expenditures, earnings or competitive position. 


Kyoto Accord 

The Kyoto Accord is an international agreement created by the United Nations. Its goal is for developed countries to 
reduce greenhouse gas emissions by an average 5.2% below 1990 levels, by 2012. Greenhouse gas emissions are 
carbon-based gases — mainly carbon dioxide, nitrous oxide and methane. As of August 20, 2002, 89 countries have 
ratified the Kyoto Accord. Although the Unites States does not support the Accord, Canada agreed to participate in 
December 2002. Under the Kyoto Accord, Canada agreed to reduce its greenhouse gas emissions by 6% below 1990 
levels by 2012. The mechanics of how Canada intends to meet these emission reductions and the impact on the oil 
and gas sector is currently unclear. Given that almost all of Canada Southern’s production is natural gas (the cleanest 
burning fossil fuel) the impact of the Kyoto Accord on the Company should be substantially less than that of other 


companies that produce both oil and gas. 


(3) Data which Are Not Indicative of Current or Future Operations 


Not applicable. 


The Company's annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all 
amendments to those reports are made available free of charge through the "SEC Filings" section of the Company's 
Internet website (http://www.cansopet.com) as soon as practicable after such material is electronically filed with, or 


furnished to, the Securities and Exchange Commission. 
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Item 2. Properties 


(1) (a) Canada Southern’s principal asset is its 30% carried interest in the Kotaneelee field, a partially developed gas 
field in the Yukon Territory, Canada. See Item 3. "Legal Proceedings." Canada Southern also has interests in 
producing properties in British Columbia. Non producing properties are located in British Columbia, Alberta, 
Saskatchewan, the Yukon and Northwest Territories and the Arctic Islands in Canada. Canada Southern conducts 


geophysical, geological, engineering and drilling work on its properties. 


(1) (b) The information regarding reserves, costs of oil and gas activities, capitalized costs, discounted future net 


cash flows and results of operations is contained in Item 8 - "Financial Statements and Supplementary Data." 
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Map of N.E. British Columbia and Yukon, Northwest Territories showing Kotaneelee field 
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Map of the Canadian Arctic Island showing Canada Southern’s Lease Holdings 
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(2) Reserves Reported to Other Agencies 
Not applicable. 


(3) Product Pricing and Production Costs 
Average sales price per unit and average production cost for oil and gas produced (for both carried and working 
interest properties) during the periods are shown below. Production costs are allocated based on the weighted 


average of oil and gas sales. In 2002 and 2001 production was primarily natural gas and associated natural gas 


liquids. 
Average Sales Price Average Production Costs 
Year Gas (per mcf) Liquids (per bbl) Gas (per mcf) Liquids (per bbl) 
($) ($) ($) ($) 
2002 3.58 29.01 0.79 - 
2001 S15) 33.68 1.02 - 
2000 3.63 43.00 0.62 24.10 


(4) Productive Wells 


Productive wells on working and carried interest properties as of December 31, 2002, were as follows: 


Gross Wells Net Wells 
Gas Oil Gas Oil 
Working interest 47 3 10.1 0.8 
Carried interest * is 4 0.6 . 
60 7 10.7 0.8 


* For purposes of the preceding table, net carried interest wells are determined on an “after conversion to working 


interest” basis. 
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(5) Total Acreage 
Total developed and undeveloped acreage interests owned by Canada Southern is summarized by geographic 
area in the table below: 


Gross and Net Acres 


Working Interest Carried Interest Total 

Gross Net Gross Net Gross Net 

Acres Acres Acres Acres* Acres Acres 

Yukon - - 30,753 9,226 SO75S 9,226 
British Columbia 56,104 20,461 11,138 186 67,242 20,647 
Arctic Islands 45,100 1,817 133,260 S25) 178,360 39,074 
Alberta 10,050 3,542 - - 10,050 3,542 
Saskatchewan 1,280 1,088 = é = 1,280 1,088 
Northwest Territories : - MOTZ 725 W612 725 
112,534 26,908 176,763 47 394 289,297 74,302 


* For purposes of the preceding table, net carried interest acres are determined on an “after conversion to working 


interest” basis. 


(6) Productive Acreage 


Productive acreage on working and carried interest properties as of December 31, 2002, was as follows: 


Gross and Net Developed Acres 


Working Interest Carried Interest Total 
Gross Net Gross Net Gross Net 
Acres Acres Acres Acres* Acres Acres 
Yukon - - 3,182 955 3,182 955 
British Columbia 31,692 6,480 11,138 186 42,830 6,666 
Arctic Islands 1,280 40 2,560 192 3,840 232 
Alberta 3,842 680 - - 3,842 680 
Saskatchewan 160 136 - . 160 136 
Northwest Territories - - 806 362 806 362 
36,974 7,336 17,686 1,695 54,660 9,031 


* For purposes of the preceding table, net carried interest acres are determined on an “after conversion to working 


interest” basis. 
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(7) Undeveloped Acreage 


Total undeveloped acreage interests held by Canada Southern is summarized by geographic area in the 


table below: 


Gross and Net Undeveloped Acres 


Working Interest 


Gross Net 
Acres Acres 
Yukon . - 
British Columbia 24,412 13,981 
Arctic Islands 43,820 Vary 
Alberta 6,208 2,862 
Saskatchewan 1,120 952 
Northwest Territories - - 
75,560 (GovZ 


Carried Interest Total 
Gross Net Gross Net 
Acres Acres* Acres Acres 

2 | 8,271 27a 8,271 
- - 24,412 13,981 
130,700 37,065 174,520 38,842 
- . 6,208 2,862 

- 1,120 52. 

806 363 806 363 
159,077 45,699 234,637 65,271 


* For purposes of the preceding table, net carried interest acres are determined on an “after conversion to working 


interest” basis. 


(8) Royalty Interests 


Apart from the ownership of productive wells developed and undeveloped acreage described in 4, 5, 6, and 7 


above, Canada Southern holds royalty interests in 13 natural gas wells, 2 salt water disposal wells, 5,038 gross 


developed acres, and 850 gross undeveloped acres. 


(9) Drilling Activity 


Productive and dry wells drilled during the following periods: 


Gross 


Net 


Year Productive 


Dry 


2002 
2001 . 
2000 - 


(10) Present Activities 
There were no wells drilling at December 31, 2002. 


(11) Delivery Commitments 


None. 
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Item 3. Legal Proceedings 

Canada Southern believes that the working interest owners in the Kotaneelee gas field have not adequately pursued 
the attainment of contracts for the sale of Kotaneelee gas. In October 1989 and in March 1990, Canada Southern 
filed statements of claim in the Court of Queen's Bench of Alberta, Judicial District of Calgary, Canada, against the 
working interest partners in the Kotaneelee gas field. The named defendants were Amoco Canada Petroleum 
Corporation, Ltd., Dome Petroleum Limited (now BP Canada Resources Ltd.), and Amoco Production Company, 
Columbia Gas Development of Ganada Ltd., Mobil Oil Canada Ltd. and Esso Resources of Canada Ltd. In 1991, 
Anderson Exploration Ltd. acquired all of the shares in Columbia and changed its name to Anderson Oil & Gas Inc. 
Anderson was the sole operator of the field and is a direct defendant in the Canadian lawsuit. During 2001, Devon 


Canada Corporation acquired Anderson. 


The trial commenced in 1996 and the trial court justice rendered his decision in September 2001. At trial Canada 
Southern claimed that the defendants breached a contractual obligation and/or a fiduciary duty to market gas from 
the Kotaneelee gas field when it was possible to so do. Canada Southern asserted that marketing the Kotaneelee 
gas was possible in 1984 and that the defendants deliberately failed to do so. Canada Southern sought monetary 


damages and the forfeiture of the Kotaneelee gas field. 


In addition, Canada Southern claimed that the defendants should reduce the carried interest account because of 
improper charges to the carried interest account. Canada Southern claimed that when the defendants in 1980 
suspended production from the field's gas wells, they failed to take precautionary measures necessary to protect and 
maintain the wells in good operating condition. The wells thereafter deteriorated, which caused unnecessary 
expenditures to be incurred, including expenditures to redrill one well. In addition, Canada Southern claimed that 
expenditures made to repair and rebuild the field’s dehydration plant should not have been necessary had the 
facilities been properly constructed and maintained by the defendants. The expenditures, Canada Southern claimed, 
were inappropriately charged to the field's carried interest account. The effect of an increased carried interest 


account is to extend the period before pay out begins to the carried interest account owners. 


Canada Southern claimed that production from the field should have commenced in 1984. At that time the field's 
carried interest account was approximately $63,000,000. Canada Southern claimed that by 1993 at least $34,000,000 
of unnecessary expenses had been wrongfully charged to the carried interest account. Canada Southern’s 30% share 
of these expenses would be approximately $10,200,000. Canada Southern further claimed that if production had 
commenced in 1984, the carried interest account would have been paid out in approximately two years and Canada 


Southern would have begun to receive revenues from the field in 1986. 
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Based upon evidence discovered after the trial began, Canada Southern filed a claim during May 1998 that the 
defendants failed to develop the field in a timely manner. Further discovery and trial of this claim is not expected to 


proceed until after a decision of the Court of Appeals. 


Matters Ancillary to Kotaneelee Litigation 


In its 1989 statement of claim, Canada Southern sought a declaratory judgment regarding two issues: 


(1) whether interest accrued on the carried interest account; and 


(2) whether expenditures for gathering lines and dehydration equipment are expenditures chargeable to the carried 


interest account or whether Canada Southern will be assessed a processing fee on gas throughput. 


With respect to the first issue, Canada Southern maintained that no interest should accrue on the account and the 
defendants have not contested this position. With regard to the second issue, Canada Southern maintained that the 


expenditures are chargeable to the carried interest account. 


On January 22, 1996, Canada Southern settled two claims outstanding against it in the Court of Queen's Bench of 
Alberta, which related to a suit brought against Allied Signal Inc. in Florida, which was dismissed on the basis that 
Canada was the appropriate forum for the litigation. Allied Signal had sought additional relief against Canada 
Southern in Canada to preclude other types of suits by Canada Southern and to recover the costs of the defense of 
the initial action. The settlement bars Allied Signal from making a claim against Canada Southern for any costs in 
connection with the Kotaneelee Litigation. Canada Southern agreed not to bring any action against AlliedSignal in 


connection with the Kotaneelee gas field. Neither party made any monetary payment to the other party. 


Taxable Costs 
Under Canadian law, certain costs (known as taxable costs) of the litigation may be assessed against the non- 
prevailing party. Effective September 1, 1998, the Alberta Rules of Court were amended to provide for a material 


increase in the costs which may be awarded to the prevailing party in matters before the Court. 


This continuing litigation has been lengthy, complicated and costly to all parties and Canada Southern expects that 
the parties who ultimately prevail in the litigation will argue for a substantial assessment of costs against the non- 
prevailing party or parties. The Court has very broad discretion as to whether to award costs and disbursements and 
as to the calculation of any amounts to be awarded. Accordingly, Canada Southern is unable to determine whether, in 
the event that Canada Southern does not ultimately prevail on its claims in the litigation, costs will be assessed 


against Canada Southern or in what amounts. However, since the costs incurred by the defendants have 
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been substantial, and since the Court has broad discretion in the awarding of costs, an award of costs to the 
defendants potentially could be material. As of December 31, 2002, Canada Southern had expended in excess of 
$15,500,000 on the litigation and believes the defendants have expended substantially more than that amount. A cost 
award against Canada Southern could be of sufficient magnitude to necessitate a sale of Canada Southern’s assets or 
a debt or equity financing to fund such an award. There are no assurances that any such sale or financing would be 


consummated. 


Trial Court Decision 
On September 14, 2001, the trial court in Calgary issued its written reasons for its decision in the Kotaneelee 


litigation and on November 1, 2001 the Court finalized its judgment. 


The judgment affirms that, although the defendants have a continuing contractual obligation (but not a fiduciary 
obligation) to develop the Kotaneelee field and market the field's natural gas at the earliest feasible date, they did 
not breach their contractual obligation to market the gas. The trial court also ordered that the field's carried interest 
account be reduced by $5,297,000 and declared that gas produced at the field is not subject to processing fees. 
Although the trial court did not quantify the amount payable to Canada Southern as a result of the processing fee 
declaration and the adjustment of the carried interest account, Canada Southern has calculated that amount to be 
approximately $25,000,000 (including interest due) before any applicable income taxes. Canada Southern has not 
recorded the above estimated $25,000,000 amount due because the decision has been appealed and collection of 


the amount is not assured. 


The trial court determined that the issue of whether interest accrued on the carried interest account had been 


abandoned by the defendants. 


In the Kotaneelee litigation, the trial court retained jurisdiction on the issue of taxable costs, but has expressed a 


desire to defer the consideration of costs until the Court of Appeal rules on appeals taken by the parties. 


Appeals 

The plaintiffs and each of the defendants have filed appeals and/or cross appeals of the trial court decision with the 
Court of Appeal in Calgary, Alberta. The case management Justice of the Court of Appeal has advised the parties to 
the litigation that oral arguments will be heard in early December 2003 unless earlier dates become available on the 


Court's calendar. 
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Contingencies 


In 1991, Canada Southern granted interests to the following officers, employees, directors, litigation counsel and 


consultants aggregating 7.8% (an additional .75% was granted in 1997 to litigation counsel) of any and all net 


recoveries from the defendants in the Kotaneelee gas field litigation due to the defendants’ failure to assure the 


earliest feasible development and marketing of gas and due to other failures: 


Holder 


Relationship to 


Robert J. Angerer 


Murtha Cullina LLP 
G&O'D INC 

J. Peter McMahon 
V. D. MacDonald 
Charles J. Horne 


Betsy F. Shaw 
Evelyn D. Scott 
Angela N. Morar 


Canada Southern Net 

at Date of Grant Recovery Percentage 

Litigation Counsel 2.00 

Reasoner, Davis & Fox Counsel 2.00 
Securities Counsel 1.00 

Consultants 1.00 

Litigation Counsel 1.00 

Litigation Counsel ES) 

President 25 

Benjamin W. Heath Director 25 
Vice President 10 

Treasurer/Secretary 10 

Accountant 10 

8.55 


Uncertainty 


There is no assurance that Canada Southern will be successful on its claims, which have been vigorously defended by 


the defendants. There is also no assurance that Canada Southern will be awarded any damages, or that, if ultimately 


damages are awarded, the Court will apply the measure of damages Canada Southern claims should be applied. 
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Item 4. Submission of Matters to a Vote of Security Holders 


Not applicable. 


Executive Officers of Canada Southern 
The following information with respect to our executive officers is furnished pursuant to Instruction 3 to Item 401(b) of 


Regulation S-K. 


Length of Other Positions 
Service Held with 
Name Age Office in this Office Canada Southern 
Randy L. Denecky 37 Acting President January 6, 2002 None 
to present 
Chief Financial and November 7, 2001 None 
Accounting Officer to present 


All of the officers of Canada Southern are elected annually by the Board of Directors and serve at the pleasure of the 


Board of Directors. 


Canada Southern is not aware of any arrangement or understanding between Mr. Denecky and any other person by 


which Mr. Denecky was selected as an officer. 
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Part Il 


Item 5. Market for Canada Southern Petroleum Ltd. Limited Voting Shares and Related Stockholder Matters 


(a) Principal Markets 
Canada Southern’s Limited Voting Shares, par value $1.00 per share, are traded on The Toronto, Pacific and 
Boston Stock Exchanges [Symbol: "CSW"], and in the NASDAO SmallCap Market [Symbol: "CSPLF"]. 


The quarterly high and low closing prices (in Canadian dollars) on The Toronto Stock Exchange during the 


calendar periods indicated were as follows: 


2002 Ist quarter 2nd quarter 3rd quarter Ath quarter 
High 8.59 8.00 515 4.79 
Low 5.65 5.00 4.00 3.90 
2001 1st quarter 2nd quarter 3rd quarter Ath quarter 
High 795 15.00 12:96 8.77 
Low 6.50 7.50 6.75 6.47 


The quarterly high and low closing prices (in U. S. dollars) on the NASDAO SmallCap Market during the calendar 


periods indicated were as follows: 


2002 1st quarter 2nd quarter 3rd quarter 4th quarter 
High 5.40 55 3.70 Sal 
Low 3.50 3.09 2.50 2.50 
2001 1st quarter 2nd quarter 3rd quarter 4th quarter 
High 6.81 9.87 8.62 a7 
Low 4.09 4.88 4.12 4.00 


(6) Approximate Number of Holders of Limited Voting Shares at March 10, 2003 


Title of Class Approximate number of Record Holders 


Limited Voting Shares, par value 3,816 
$1.00 per share. 
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(c) Dividends 
Canada Southern has never paid a dividend on its Limited Voting Shares. Any future dividends will be 


dependent on earnings, financial condition, and business prospects. 
Current Canadian law does not restrict the remittance of dividends to persons not residing in Canada. Under 
current Canadian tax law and the United States-Canada Tax Convention (1980), any dividends paid to U.S. 


resident shareholders under the Convention are generally subject to a 15% Canadian withholding tax. 


(d) Recent Sales of Unregistered Securities 


None. 
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Item 6. Selected Financial Data 
The following selected consolidated financial information (in thousands except per share and exchange rate data) of 


Canada Southern as it relates to each of the fiscal periods shown has been extracted from our consolidated financial 


statements. 
Years ended December 31, 
2002 2001 2000 1999 1998 
($) ($) ($) ($) ($) 
Operating revenues * Oia 5, 7/38 |, 232 WHY 1,810 
Total revenues 9,937 16,036 1,379 1,030 3,409 
Net income (loss) DSyil 10,183 (3,084) (3,001) (2,328) 
Net income (loss) per share: 
Basic 16 Al (.22) (e251) (.16) 
Diluted 16 /0 (.22) (2) (.16) 
Working capital 20,963 14,858 1,261 3,629 6,876 
Total assets 28,773 25,088 12,749 16,073 18,854 
Shareholders’ Equity: 
Capital stock 41,690 41,690 40,794 40,787 40,489 
Deficit (16,087) (18,444) (28,626) (25,542) (22,540) 
Total 25,603 23,246 12,168 15,245 17,949 


Average number of shares outstanding: 
Basic 14,418 14,365 14,285 14,253 14,235 
Diluted 14,418 14,476 14,285 14,253 14,235 


Exchange rates: 
(Canadian $ = U.S. $) 


Year-end 6342 .6278 6672 6924 6535 
Average for the period .6369 .6458 .6736 .6733 6749 
Range .62-.66 .62-.67 .65-.69 .67-.69 .63-.67 


* Excludes interest and other income 
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations 


Forward Looking Statements 

Statements included in Management's Discussion and Analysis of Financial Condition and Results of Operations 
which are not historical in nature are intended to be, and are hereby identified as, "forward looking statements" for 
purposes of the "Safe Harbor" provisions of the Private Securities Litigation Reform Act of 1995. Canada Southern 
cautions readers that forward looking statements are subject to certain risks and uncertainties that could cause actual 
results to differ materially from those indicated in the forward looking statements. Among these risks and 
uncertainties are uncertainties as to the costs, length and outcome of the Kotaneelee litigation, pricing and 
production levels from the properties in which Canada Southern has interests, and the extent of the recoverable 
reserves at those properties. The Company undertakes no obligation to update or revise forward looking statements, 


whether as a result of new information, future events, or otherwise. 


Recently Issued Statements of Financial Accounting Standards 

In June 2001, the FASB issued Statement No. 143 "Accounting for Asset Retirement Obligations." This statement, 
effective in U.S. GAAP, for fiscal years beginning on or after June 15, 2002, requires the fair value of a liability for an 
asset retirement obligation be recognized in the period in which it is incurred if a reasonable estimate of the fair 
value of a liability can be made. The associated asset retirement costs are capitalized as part of the carrying amount 
of the long-lived asset. Similar standards have been introduced within Canadian GAAP effective for fiscal 2004. The 
effect of this pronouncement on the financial position of Canada Southern and the resulting Canadian and U.S. 


GAAP differences have yet to be determined. 


In August 2001, the FASB issued Statement No. 144 "Accounting for the Impairment or Disposal of Long-Lived 
Assets," which addresses financial accounting and reporting for the impairment of long-lived assets. Statement No. 


144 was effective for the 2002 fiscal year and did not have a material impact on Canada Southern’s financial position. 


Contractual Obligations 


A summary of Canada Southern's contractual obligations as of December 31, 2002 is provided in the following table: 


2003 2004 2005 
Operating lease obligations $46,690 $47,696 $19,873 
Total $46,690 $47 696 $19,873 
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Critical Accounting Policies 


Use of estimates 

Inherent in the preparation of financial statements is the use of estimates and assumptions regarding certain assets, 

liabilities, revenues and expenses. Such estimates primarily relate to unsettled transactions and events as of the date 
of the financial statements. Accordingly actual results may differ from the estimated amounts. Areas that involve the 


use of significant estimates critical the accounts of Canada Southern are outlined below. 


Full cost ceiling test calculations 
Canada Southern follows the full cost method of accounting for its oil and gas properties. The full cost method 
requires Canada Southern to calculate on a quarterly basis, a "ceiling test" or limitation of the amount of properties 


that can be capitalized on the balance sheet. 


The ceiling test is a cost recovery test, that compares the expected future net revenues from the Company's oil and 
gas assets (adjusted for certain items) with the capitalized or net book value on the consolidated balance sheet. If the 
capitalized costs on the consolidated balance sheet are in excess of the calculated ceiling, the excess must be 


immediately written off as a writedown expense. 


The discounted present value of Canada Southern’s proved natural gas, liquids, and oil reserves is a major 
component of the ceiling test calculation. This component inherently contains many subjective judgments, such as 
projected future production rates, the timing of future expenditures, and the economic productive limit of the 
Company's assets. Canada Southern utilizes the resources of a professional independent engineer to evaluate all of 


its reserves on an annual basis. 
The passage of time provides additional qualitative information regarding the Company's reserves that could result in 


reserve revisions or re-determinations. Future significant reductions in a property's production or a significant 


decrease in product pricing could result in a full cost ceiling test writedown. 
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In addition, significant changes in proven reserves will impact the calculation of depletion. 


Future site restoration 

The determination of the amount of future asset retirement obligations, asset retirement costs, reclamation, and 
other similar activities is subject to the use of significant estimates and assumptions. Such estimates include major 
items such as the remaining economic reserve life of a property as discussed above, the timing of abandonment, the 
costs related to the abandonment, and others. Significant changes in any of the assumptions could alter the amount 


of site restoration. 


Revenue recognition 


Canada Southern’s accounting policy with respect to revenue recognition is conservative. 


Revenue under carried interest agreements is recorded in the period when the net proceeds become receivable, 
measurable and collection is reasonably assured. Under the carried interest agreements Canada Southern receives oil 
and natural gas revenues net of operating and capital costs incurred by the working interest participants. The time 
the net revenues become receivable and collection is reasonably assured depends on the terms and conditions of 
the relevant agreements and the practices followed by the operator. As a result, net revenues may lag the production 


month by one or more months. 


In 2001, the trial court judge rendered his decision with respect to the long outstanding litigation. Although Canada 
Southern estimates its award to be approximately $25,000,000, as the judgment is under appeal and collection of that 


amount is not assured, Canada Southern has not recorded the amount as revenue. 


(1) Liquidity and Capital Resources 
At December 31, 2002, Canada Southern had approximately $19,500,000 of cash and cash equivalents. These 
funds are expected to be used for general corporate purposes, including the continuation of the Kotaneelee 


field litigation and for limited exploration and development until the completion of the litigation. 


Net cash flow provided from operations during 2002 was $6,824,000 compared to the funds provided from 
operations of $11,487,000 during 2001. 


Decrease in income from operations $ (6,559,229) 
Net changes in accounts receivable and other 3,025,701 
Net changes in current liabilities (1,129,038) 
Decrease in net cash provided by operations $ (4,662,566) 
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At December 31, 2000; most of Canada Southern’s properties were carried interest properties including the 
Kotaneelee field. The majority of the carried interest properties in British Columbia were converted to working 


interests in 2001. 


Canada Southern has budgeted capital expenditures in 2003 of approximately $3,000,000 for workovers, equipment, 


drilling and other activities. 


Canada Southern's Kotaneelee carried interest account reached undisputed pay out status on January 19, 2001. 
Canada Southern received its first payment of net production proceeds from the Kotaneelee gas field during 
May 2001. 


On September 14, 2001, the trial court in Calgary issued its written reasons for its decision in the Kotaneelee 
litigation and on November 1, 2001 the Court finalized its judgment. The judgment affirms that, although the 
defendants have a continuing contractual obligation (but not a fiduciary obligation) to develop the Kotaneelee gas 
field and market the field's gas at the earliest feasible date, they did not breach their contractual obligation to market 
the gas. The Court also ordered that the field's carried interest account be reduced by $5,297,000 and declared that 
gas produced at the field is not subject to processing fees. Although the Court did not quantify the amount payable 
to Canada Southern as a result of the processing fee declaration and the adjustment of the carried interest account, 
Canada Southern has calculated that amount to be approximately $25,000,000 before any applicable taxes. The trial 
court determined that the issue of whether interest accrued on the carried interest account had been abandoned. 
The trial court retained jurisdiction on the issue of taxable costs, but the Court has expressed a desire to defer its 
consideration of costs until the Court of Appeal rules on appeals taken by the parties. Canada Southern has not 
recorded the above estimated $25,000,000 amount due because the decision has been appealed and collection of 


the amount is not assured. 


The trial was lengthy, complicated and costly to all parties and Canada Southern expects that the parties who 
ultimately prevail in the litigation will argue for a substantial assessment of costs against the non-prevailing party or 
parties. The Court has very broad discretion as to whether to award costs and disbursements and as to the 
calculation of any amounts to be awarded. Accordingly, Canada Southern is unable to determine whether, in the 
event that Canada Southern does not ultimately prevail on its claims in the litigation, costs will be assessed against 
Canada Southern or in what amounts. However, since the costs incurred by the defendants have been substantial, 
and since the Court has broad discretion in the awarding of costs, an award of costs to the defendants potentially 
could be material. As of December 31, 2002, Canada Southern had expended in excess of $15,500,000 on the 
litigation and believes the defendants have expended substantially more than that amount. A cost award against 
Canada Southern could be of sufficient magnitude to necessitate a sale of Canada Southern’s assets or a debt or 
equity financing to fund such an award. There are no assurances that any such sale or financing would 


be consummated. 
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The plaintiffs and each of the defendants have filed appeals and/or cross appeals of the trial court decision with the 
Court of Appeal in Calgary, Alberta. All written filings were filed by both Canada Southern and the defendants prior 
to the Court imposed deadline of December 31, 2002. The case management Justice of the Court of Appeal has 
advised the parties to the litigation that oral arguments will be heard in early December 2003 unless earlier dates 


become available on the Court's calendar. 


Canada Southern has established a provision for its potential share of future site restoration costs. The estimated 
amount of these costs, which totals approximately $1,595,000, is being provided for on a unit of production basis in 
accordance with existing legislation and industry practice. At December 31, 2002, Canada Southern had accrued 
$572,000 of these costs with $1,023,000 remaining to be accrued in the future. The estimated costs of abandoning 
carried interest wells are not included in future site restoration costs. These costs would be paid by the working 


interest partners and charged to the carried interest account. 
(2) Results of Operations 


2002 vs. 2001 


A comparison of revenues, costs and expenses, income taxes, net income and earnings per share for 2002 and 2001 


is as follows: 
2002 2001 Net Change 
Revenues $ 9,936,730 $16,036,476 $ (6,099,746) 
Costs and expenses (6,067,135) (4,658,275) (1,408,860) 
Income tax provision (1,513,000) (1,195,700) (317,300) 
Net income $ 2,356,595 $10,182,501 $ (7,825,906) 
Net income per share: 
Basic $.16 $.71 $(.55) 


Dilutive $.16 $.70 $(.54) 


Proceeds from carried interests decreased 42% to $7,470,000 during 2002 from $12,880,000 in 2001, mainly due 
to the decreased production volumes and lower natural gas prices. Effective for the production period beginning 
September 2001, the defendants no longer deducted a processing fee on the monthly payments of carried interest 


revenues. The following is a comparison of the proceeds from carried interests for the years indicated: 


2002 2001 
Kotaneelee natural gas field $ 7,194,000 $ 12,549,000 
Other properties 276,000 331,000 
Total $ 7,470,000 $ 12,880,000 
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Natural gas sales from the Kotaneelee field are approximately 80% of total monthly production. 


Because of the uncertainties as to production rates, natural gas prices and future capital expenditures, Canada 


Southern is unable to accurately predict the amount of future net production proceeds that it may receive from 
the field. 


In addition, water production has increased since 2001 and the producing field may require the drilling of another 
water disposal well. To alleviate the concern of water disposal capacity the operator improved the water handling 
capabilities of the surface equipment during the first quarter of 2002. If water production were to continue to 


increase, future gas production from the B-38 well could be adversely impacted. 


Production from the Kotaneelee field during the year 2002 was as follows: 


Month Mmcet/d Month Mmcef/d 
January 41.9 July Yi 
February 40.5 August 33.8 
March 39.0 September 24.8 
April 39.4 October 34.2 
May 38.1 November 33.6 
June 37.4 December 32a 


Individual Kotaneelee well production for the month of December 2002 was 16.3 Mmcf per day from the B-38 well 
and 15.8 Mmcf per day from the I-48 well (December 2001 - B-38 was 24.8 Mmcf per day and the I-48 was 17.5 Mmcf 
per day). 


Sales volumes decreased by 10% from 2001 to 2002 (from 3,504,000 mcf to 3,167,000 mcf respectively). Average gas 
prices decreased 35% and operating and capital costs decreased by 39% in 2002 as compared with 2001. 


During the year 2002 proceeds from carried interest included $266,747 of carried interest revenues relating to 
production periods prior to January 1, 2002 from the Siphon property, which was converted into a working interest 
effective April 1, 2001. 


During the year 2001 proceeds from carried interests included $315,000 of carried interest revenues relating to 
production periods prior to January 1, 2001 from the Buick Creek, Wargen and Clarke Lake properties, which were 


converted to working interests effective January 1, 2001. 
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During 2000, the operator of the carried interest properties at Buick Creek, Wargen and Clarke Lake withheld 
approximately $1,081,000 in payments from the carried interest account to recover an amount claimed to have been 
overpaid to Canada Southern in prior years. Canada Southern disputes the operator's position and is attempting to 
recover the disputed amount. In accordance with the Company's accounting policies, no recovery of the disputed 
amount has been recorded. Discussions with the operator are continuing and it is expected that this issue will be 
resolved during 2003. 


Company carried interest natural gas volumes in thousand cubic feet ("mcf") (before deducting royalties) and related 
liquids volumes in barrels ("bbls") and the average price of gas per mcf and liquids per bbl sold during the periods 


indicated were as follows: 


2002 2001 

Average price Average price 
mcf/bbls — per mcf/bb! Total mef/bbls — per mcf/bbl Total 
Gas sales (mcf) 3,166,982 $ 3.53 $11,189,000 3,504,161 $ 5.40 $18,908,000 
NGL sales (bbls) 560 $19.93 11,000 402 $42.38 17,000 
Royalties (1,481,000) (2,385,000) 
Operating costs (483,000) (333,000) 
Processing fees = (1,983,000) 
Transportation (1,613,000) (1,306,000) 
Capital costs (153,000) (38,000) 
Total $ 7,470,000 $12,880,000 


Gas revenue decreased 32% from $2,714,000 in 2001 to $1,832,000 in 2002. There was a 26% increase in the 
number of working interest gas units sold and a 45% decrease in the average price for related gas. Gas sales include 
royalty income, which decreased 18% from $215,000 in 2001 to $176,000 in 2002. The number of royalty units sold 
increased by 50% over 2001, however the sales price per mcf decreased 46% over the same period. The volumes in 


mcf (before deducting royalties) and the average price of gas per mcf sold during the periods indicated were 


as follows: 

2002 2001 

Average price Average price 
mef per mcf Total mcf per mcf Total 
Gas sales 610,366 $3.79 $2,311,000 483,595 $6.94 $3,356,000 
Royalty income 45,132 $3.91 176,000 30,004 $7.18 215,000 
Royalties - - (655,000) - - (857,000) 
Total 655,498 $1,832,000 Siler oa $2,714,000 
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Oil and natural gas liquid sales increased by 27% in 2002 to $210,000 compared to $165,000 in 2001. Since 
Canada Southern sold most of its producing oil properties in 2000, the majority of liquid sales is derived from natural 
gas liquids. Future oil sales are expected to be minimal unless additional producing properties are drilled or 
purchased. Crude oil and natural gas liquid unit sales in barrels (bbls) (before deducting royalties) and the average 


price per barrel sold during the periods indicated were as follows: 


2002 2001 

Average price Average price 
bbls per bbl Total bbls per bbls Total 
Liquid sales 9,607 $29.48 $283,000 6,013 $32.97, $199,000 
Royalty income AD $32.22 6,000 130 $39.63 5,000 
Royalties - - (79,000) - - (39,000) 
Total 9,786 $210,000 6,143 $165,000 


Interest and other income increased 53% in 2002. Interest income increased from $278,000 to $425,000 in 2002 
because more funds were available for investment, and because of steps taken to improve the yield on those funds. 
The 2002 period includes proceeds from the sale of seismic data in the amount of $51,000 compared to $25,000 from 


such sales in 2001. 


General and administrative costs increased 14% in 2002 to $1,623,000 from $1,429,000 in 2001, primarily 
because of increases in auditing costs, insurance costs, shareholder communications costs, and directors’ expenses. 
Canada Southern performed joint venture audits on three of the four Kotaneelee working interest partners in the 
fourth quarter of 2002. After September 11, 2001, insurance premiums have risen significantly. With the election of 
two new directors in 2002, directors’ fees and expenses increased over the prior year. A comparative summary of 


general and administrative costs grouped by major category is as follows: 


2002 2001 
Consultants $ 365,900 $ 472,100 
Salaries and benefits 234,300 200,100 
Shareholder communications 289,000 228,600 
Insurance expense 218,700 146,700 
Directors fees and expenses 199,700 120,300 
Audit and related services 165,800 97,000 
Other 149,600 164,200 
Total $1,623,000 $1,429,000 


Legal expenses decreased 6% during 2002 to $952,000 compared to $1,012,000 in 2001. These expenses are 
related primarily to the cost of the Kotaneelee litigation. Legal work associated with the appeal of the trial court's 
decision resulted in legal expenses in 2002 somewhat below those of 2001. In 2003 Canada Southern expects that 
legal expenditures will be less than in 2002 since arguments before the Court of Appeal are not expected to be 
heard until December 2003. 
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Lease operating costs increased 66% from $468,000 in 2001 to $779,000 in 2002. Operating costs were higher 
in 2002 mainly due to the emergency repair of one of the Company's gas wells, the inclusion of accounting 
adjustments to the facility operating expenses at Siphon, and a gas compressor turnaround at Siphon. In 2002, 
Canada Southern also experienced the impact of a full year of operating expenses following the conversion from 
carried into working interest in early 2001. Once Canada Southern resolves certain facility ownership issues at Buick 
Creek and Wargen, it may be invoiced for certain previous period facility operating costs which could lead to a one 
time material adjustment to operating costs recorded in a future period. Any such amounts are currently 


undeterminable. 


Depletion, depreciation and amortization expense increased 44% in 2002 to $2,398,000 from $1,663,000 in 
2001. The increase in depletion, depreciation and amortization is mainly due to the impact of the decrease in 


Canada Southern’s estimated reserves from the Kotaneelee field. 


The provision for site restoration increased 129% to $314,000 in 2002 from $137,000 in 2001, mainly due to the 
revision of future site restoration cost estimates and the impact of the decrease in Canada Southern’s estimated 


reserves from the Kotaneelee field. 


A foreign exchange loss of $300 was recorded in 2002, as opposed to the exchange gain of $51,000 in 2001 on 
Canada Southern’s U.S. investments. The value of the Canadian dollar was U.S. $.6342 at December 31, 2002 
compared to U.S. $.6278 at December 31, 2001. 


There were no writedowns during 2002 and 2001. 


The income tax provision increased 27% to $1,513,000 in 2002 as compared to the income tax provision of 
$1,196,000 in 2001. During the 2001 period, $1,196,000 of income taxes were provided which resulted in an effective 
tax of rate 11% instead of the expected rate of 43.37% because of the utilization of tax loss carry forwards and earned 


depletion not previously recorded. 


2001 vs. 2000 
A comparison of revenues, costs and expenses, income taxes, net income (loss) and earnings per share for 2001 and 


2000 is as follows: 


2001 2000 Net Change 
Revenues $16,036,476 OL ell $14,657,165 
Costs and expenses (4,658,275) (4,545, 869) (112,406) 
Income tax recovery (provision) (1,195,700) 82,225 (2777925) 
Net income (loss) 10,182,501 $(3,084, 333) $13,266,834 
Net income (loss) per share: 
Basic $.71 $(.22) $.93 
Dilutive $.70 $(.22) $.92 
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Proceeds from carried interests increased 1,516% to $12,880,000 during 2001 from $797,000 in 2000, mainly due 
to the net cash flow associated with the Kotaneelee field. Canada Southern's carried interest account reached 
undisputed pay out status on January 19, 2001. Canada Southern received its first payment of net production 
proceeds from the Kotaneelee gas field during May 2001. Effective for the production period beginning September 
2001, the defendants are no longer deducting a processing fee on the monthly payments of carried interest 


revenues. The following is a comparison of the proceeds from carried interests for the years indicated: 


2001 2000 
Kotaneelee gas field $ 12,549,000 $ - 
Other properties 331,000 797 OOO 
Total $ 12,880,000 $ 797,000 


Sales gas from the Kotaneelee field is approximately 80% of total monthly production. Because of the uncertainties 
as to production rates, natural gas prices and future capital expenditures, Canada Southern is unable to accurately 
predict the amount of future net production proceeds that it may receive from the field. In addition, water production 
increased during 2001 and the producing field may require the drilling of another water disposal well. If water 


production were to continue to increase, future gas production from the field could be adversely impacted. 


Production from the Kotaneelee field during the year 2001 was as follows: 


Month Mmcet/d Month Mmct/d 
January 52.9 July 46.2 
February 54.6 August 43.6 
March 50.5 September 42.5 
April 47.7 October 43.3 
May 46.8 November 42.9 
June 41.8 December 42.4 


Carried interest sales volumes increased by 759% from 2000 to 2001 (from 408,000 mcf to 3,504,000 mcf respectively). 
Average gas prices increased 59% and operating and capital costs increased by $3,383,000 in 2001 compared 
to 2000. 


During the year 2001 proceeds from carried interests included $315,000 of carried interest revenues relating to 
production periods prior to January 1, 2001 from the Buick Creek, Wargen and Clarke Lake properties, which were 
converted to working interests effective January 1, 2001. During 2000, the operator of these properties withheld 
$1,081,000 in payments which were not recorded as revenue, to recover amounts claimed to have been overpaid to 
Canada Southern in prior years. Canada Southern disputes the operator's position and is attempting to recover the 


disputed amount. 
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The volumes in thousand cubic feet (mcf) (before deducting royalties) and the average price of gas per mcf sold 


during the periods indicated were as follows: 


2001 2000 

Average price Average price 
mcef/bbls — per mcf/bbl Total mef/bbls — per mcf/bbl Total 
Gas sales (mcf) 3,504,161 $ 5.40 $18,908,000 408,000 $9339 $1,382,000 
Oil sales (bbls) 402 $42.38 17,000 258 $42.55 11,000 
Royalties (2,385,000) (319,000) 
Operating costs (333,000) (260,000) 
Processing fees (1,983,000) . 
Transportation (1,306,000) - 
Capital costs (38,000) (17,000) 


Total $12,880,000 $ 797,000 


Gas sales increased 549% from $418,000 in 2000 to $2,714,000 in 2001. There was a 927% increase in the 
number of units sold and a 9% decrease in the average price for gas. In addition, gas sales include royalty income, 
which increased 48% in 2001. The volumes in mcf (before deducting royalties) and the average price of gas per mcf 


sold during the periods indicated were as follows: 


2001 2000 

Average price Average price 
mef per mcf Total mcef per mcf Total 
Gas sales 483,595 $6.94 $3,356,000 50,000 $7.16 $358,000 
Royalty income 30,004 $7.18 215,000 = 145,000 
Royalties - (857,000) - (85,000) 
Total Bis o77 $2,714,000 50,000 $418,000 


Oil and natural gas liquid sales increased by 817% in 2001 to $165,000 compared to $18,000 in 2000. Since Canada 
Southern sold most of its producing oil properties in 2000, the majority of liquid sales relate to natural gas liquids. 
Future oil sales are expected to be minimal unless additional producing properties are drilling or purchased. Crude 
oil and natural gas liquid unit sales in barrels (bbls) (before deducting royalties) and the average price per bbl sold 


during the periods indicated were as follows: 


2001 2000 
Average price Average price 
bbls per bbl Total bbls per bbl Total 
Liquid sales 6,013 $32.97 $ 199,000 403 $43.42 $ 18,000 
Royalty income 130 $39.63 5,000 - : 
| Royalties - (39,000) : : 


Total 6,143 $ 165,000 403 $ 18,000 


Interest and other income increased 89% in 2001. Interest income increased from $147,000 to $278,000 in 2001 
because more funds were available for investment. The 2001 period includes proceeds from the sale of seismic data 
in the amount of $25,000 compared to $22,000 from such sales in 2000. 
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General and administrative costs decreased 16% in 2001 to $1,429,000 from $1,694,000 in 2000, primarily because 
of $227,000 in costs associated with a proposed rights offering to shareholders in 2000 which was withdrawn. 


Legal expenses decreased 49% during 2001 to $1,012,000 compared to $1,990,000 during 2000. These expenses 
are related primarily to the cost of the Kotaneelee litigation. On February 6, 2001, presentation of evidence to the 
trial court was concluded, and as a result the legal expenses were reduced in 2001. The appeal of the trial court's 


decision is expected to increase legal expenses in 2002. 


Lease operating costs increased 643% from $63,000 in 2000 to $468,000 in 2001. The conversion of certain 
properties from carried interest into working interest properties during the year resulted in higher lease 


operating costs. 


Depletion, depreciation and amortization expense increased 670% in 2001 to $1,663,000 from $216,000 in 2000. 
The increase in depletion, depreciation and amortization is mainly due to the increase in production as a result of the 


net carried interest revenue attributable to the Kotaneelee field. 


The provision for site restoration increased from $300 in 2000 to $137,000 in 2001 mainly due to the increase in 


production as a result of the net carried interest attributable to Kotaneelee. 


A foreign exchange gain of $51,000 was recorded in 2001, similar to the exchange gain of $51,000 in 2000 on 
Canada Southern’s U.S. investments. The value of the Canadian dollar was U.S. $.6278 at December 31, 2001 
compared to U.S. $.6672 at December 31, 2000. 


Writedowns decreased to nil during 2001, as compared with $635,000 in 2000. Canada Southern’s investment in a 


Texas project was written down to a nominal value during 2000 because the project was deemed to be uneconomic. 


An income tax provision of $1,196,000 was recorded in 2001 compared to an income tax recovery of $82,000 in 
2000. During the 2001 period, $1,196,000 of income taxes were provided which resulted in an effective tax of rate 
11% instead of the expected rate of 43.37% because of the utilization of tax loss carry forwards and earned depletion 


not previously recorded as a future tax asset. 
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Item 7A. Quantitative and Qualitative Disclosure About Market Risk 

Canada Southern does not have any significant exposure to market risk as the only market risk sensitive instruments 
are investments in commercial paper and marketable securities. At December 31, 2002, the carrying value of such 
investments (including those classified as cash and cash equivalents) was $19,242,064, which was approximately equal 


to fair value and face value of the investments. 


Canada Southern utilizes the guidance provided from the Dominion Bond Rating Service Limited ("DBRS") 
Commercial Paper and Short Term Rating Scale in evaluating its investments. DBRS is the benchmark rating service 
for money market securities in Canada (as are S&P and Moody's in the U.S.). This rating scale is meant to give an 
indication of the risk that the borrower will not fulfill its repayment obligations in a timely manner. DBRS utilizes three 
main classifications of investment quality; "R-1" (prime credit quality), "R-2" (adequate credit quality), and "R-3" 
(speculative). Within each main classification, DBRS uses subset grades to designate the relative standing of credit 


within the particular category ("high", "mid" or "low"). Generally only Government of Canada guaranteed 


investments earn an "R-1 high" rating. 


To ensure capital preservation, Canada Southern’s investment policy allows only for investments within the highest 
quality ratings of R-1 (high, mid, or low). Given that credit ratings can change rapidly in today’s economy, Canada 
Southern’s current practice is to invest in a particular investment for periods no longer than 100 days. As a result of 
the strategy to select high quality investments in combination with short terms to maturity, Canada Southern expects 


to hold the investments to maturity, and realize maturity value. 


In addition, the investments in marketable securities included investments held in United States currency, which are 
subject to foreign exchange fluctuations. At December 31, 2002, the U.S. dollar investments totaled $2,602,497 (U.S. 
$1,650,388) (2001 - $294,920; U.S. $185,158). 
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Item 8. Financial Statements and Supplementary Data 
AUDITORS’ REPORT 


To the Shareholders of 


Canada Southern Petroleum Ltd. 


We have audited the consolidated balance sheets of Canada Southern Petroleum Ltd. as at December 31, 2002 and 
2001, and the consolidated statements of operations and deficit, cash flows and limited voting shares and 
contributed surplus for each of the years in the three year period ended December 31, 2002. These financial 
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these 


financial statements based on our audits. 


We conducted our audits in accordance with Canadian and United States generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used 


and significant estimates made by management, as well as evaluating the overall financial statement presentation. 
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of 
Canada Southern Petroleum Ltd. as at December 31, 2002 and 2001 and the results of its operations and its cash 


flows for each of the years in the three year period ended December 31, 2002, in accordance with Canadian generally 


accepted accounting principles. 


Ernst ¥ jon LLP 
Calgary, Canada A 


March 7, 2003 Chartered Accountants 
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CANADA SOUTHERN PETROLEUM LTD. 


(Incorporated under the laws of Nova Scotia) 


CONSOLIDATED BALANCE SHEETS 
(Expressed in Canadian dollars) 


As at December 31, 


2002 2001 
Assets 
Current assets 
Cash and cash equivalents (Note 2) $ 19,454,453 $ 13,104,666 
Accounts receivable (Note 3) 2,683,367 3,008,632 
Other assets 408,074 322,747 
Total current assets 22,545,894 16,436,045 
Oil and gas properties and equipment (full cost method) (Note 4) 6,227,463 8,151,670 
Future income tax asset (Note 6) - 500,000 
Total assets $ 28,773,357 $. 25,087,715 
Liabilities and Shareholders’ Equity 
Current liabilities 
Accounts payable $ 515,429 $ 696,576 
Accrued liabilities (Note 5) 1,067,504 881,948 
Total current liabilities 1,582,933 1,578,524 
Future income tax liability (Note 6) 1,016,000 = 
Future site restoration provision (Note 7) 571,978 263,340 
3,170,911 1,841,864 
Commitments and contingencies (Notes 7 and 8) 5 
Shareholders’ Equity 
Limited Voting Shares, par value 
$1 per share (Note 9) 
Authorized —100,000,000 shares 
Outstanding -14,417,770 shares 14,417,770 14,417,770 
Contributed surplus 27,211,833 27,211,833 
Total capital 41,689,603 41,689,603 
Deficit (16,087,157) (18,443,752) 
Total shareholders’ equity 25,602,446 23,245,851 
Total liabilities and shareholders’ equity $ 28,773,357 $ 25,087,715 


See accompanying notes. 
Signed on behalf of the Board 


/s/ Arthur B. O'Donnell 


Director 
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/s/ Richard C. McGinity 


Director 
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CANADA SOUTHERN PETROLEUM LTD. 


CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT 
(Expressed in Canadian dollars) 


Years ended December 31, 


2002 2001 2000 
Revenues: 
Proceeds from carried interests 
(Notes 8, 10 and 11) $ 7,469,587 $ 12,877 512 $ 796,560 
Natural gas sales (Notes 10 and 11) 1,832,031 2,713,636 418,053 
Oil and liquid sales (Notes 10 and 11) 209,757 164,996 1522 
Interest and other income 425,355 278,332 147,176 
Total revenues 9,936,730 16,036,476 W379 318 
Costs and expenses: 
General and administrative 1,623,389 1,428,915 1,693,710 
Legal (Notes 8 and 10) 952,426 1,011,521 1,989,540 
Lease operating costs 778,586 468,089 62,778 
Depletion, depreciation and amortization 2,398,358 1,663,402 215,700 
Future site restoration provision 314,000 137,000 300 
Foreign exchange (gains) losses 376 (50,652) (50,741) 
Writedowns (Note 4) - - 634,582 
Total costs and expenses 6,067,135 4,658,275 4,545,869 
Income (loss) before income taxes 3,869,595 11,378,201 (3,166,558) 
Income tax (expense) recovery (Note 6) (1,513,000) (1,195,700) 82,225 
Net income (loss) 2,356,595 10,182,501 (3,084,333) 


Deficit - beginning of year 


(18,443,752) 


Deficit - end of year 


Net income (loss) per share: 


Basic 


Diluted 


Average number of shares outstanding: 


Basic 
Diluted 


See accompanying notes. 
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$ (16,087,157) 


$ 16 
$ 16 


14,417,770 
14,417,770 


(28,626,253) 


(25,541,920) 


$ (18,443,752) 


hi. 
/0 


14,365,278 
14,475,788 


$ (28,626,253) 


14,285,047 
14,285,047 
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CANADA SOUTHERN PETROLEUM LTD. 


CONSOLIDATED STATEMENTS OF CASH FLOWS 


(Expressed in Canadian dollars) 


Years ended December 31, 


2002 2001 2000 

Cash flows from operating activities: 

Net income (loss) $ 2,356,595 $ 10,182,501 $ (3,084,333) 

Adjustments to reconcile net income (loss) to net 

cash provided by (used in) operating activities: 

Depletion, depreciation and amortization 2,398,358 1,663,402 215,700 

Future site restoration provision 314,000 137,000 300 

Site restoration expenditures (5,362) (9,783) (38,573) 

Writedowns - - 634,582 

Future income tax expense (recovery) 1,516,000 1,165,700 (82,225) 

Funds provided by (used in) operations 6,579,591 13,138,820 (2,354,549) 

Change in current assets and liabilities: 

Accounts receivable 325,265 (2,763,887) 116,007 

Other assets (85,327) (21,876) 6,648 

Accounts payable (181,147) 389,026 (327,050) 

Accrued liabilities 185,556 744,421 119,271 
Net cash provided by (used in) operating activities 6,823,938 11,486,504 (2,439,673) 
Cash flows from investing activities: 

Additions to oil and gas properties 

and equipment (474,151) (1,238,291) (357,296) 

Sale of marketable securities - 568,374 

Proceeds from the sale of properties - 801,227 336,000 

Net cash (used in) provided by investing activities (474,151) (437,064) 547,078 
Cash flows from financing activities: 

Exercise of stock options - 895,195 7,096 
Net cash provided from financing activities - 895,195 7,096 
Increase (decrease) in cash and cash equivalents 6,349,787 11,944,635 (1,885,499) 
Cash and cash equivalents at the beginning of year 13,104,666 1,160,031 3,045,530 
Cash and cash equivalents at the 

end of year (Note 2) $ 19,454,453 $ 13,104,666 $ 1,160,031 


See accompanying notes. 
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CANADA SOUTHERN PETROLEUM LTD. 


CONSOLIDATED STATEMENTS OF LIMITED VOTING SHARES AND CONTRIBUTED SURPLUS 


(Expressed in Canadian dollars) 


Limited 

Number Voting Shares Contributed 

of shares $1 par value surplus Total 
Balance as at December 31, 1999 14,284,970 $ 14,284,970 $ 26,502,342 $ 40,787,312 
Exercise of stock options 1,000 1,000 6,096 7,096 
Balance as at December 31, 2000 14,285,970 14,285,970 26,508,438 40,794,408 
Exercise of stock options 131,800 131,800 763,395 895,195 
Balance as at December 31, 2001 and 2002 14,417,770 $ 14,417,770 $ 27,271,833 $41,689,603 


See accompanying notes. 
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1. Summary of significant accounting policies 


Accounting principles 
Canada Southern Petroleum Ltd. ("Canada Southern") prepares its accounts in accordance with Canadian generally 
accepted accounting principles ("Canadian GAAP") which conform in all material respects with United States 


generally accepted accounting principles ("U.S. GAAP") except as disclosed in Note 12. 


Consolidation 
The consolidated financial statements include the accounts of Canada Southern and its wholly owned subsidiaries, 


Canpet Inc. and C.S. Petroleum Limited. 


Use of estimates 

The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the amounts reported in the financial 
statements and accompanying notes. Specifically estimates were utilized in calculating depletion, depreciation and 
amortization, site restoration costs, and abandonments and writedowns. Actual results could differ from those 


estimates and the differences could be material. 


Oil and gas properties and equipment 

Canada Southern, which is engaged primarily in one industry, the exploration for and the development of oil and gas 
properties in Canada, follows the full cost method of accounting for oil and gas properties, whereby all costs 
associated with the exploration for and the development of oil and gas reserves are capitalized. Such costs include 


land acquisition, drilling, geological, geophysical and overhead expenses. Canada Southern's cost center is Canada. 


Canada Southern periodically reviews the costs associated with undeveloped properties and mineral rights to 
determine whether they are likely to be recovered. When such costs are not likely to be recovered, such costs are 


transferred to the depletable pool of oil and gas costs. 


The net carrying cost of Canada Southern's oil and gas properties in producing cost centers is limited to an 
estimated recoverable amount. This amount is the aggregate of future net revenues from proved reserves and the 
costs of undeveloped properties, net of impairment allowances, less future general and administrative costs, 
financing costs and income taxes. Future net revenues are calculated using year-end prices that are not escalated or 
discounted. For Canadian GAAP future net revenues are undiscounted, whereas, for U.S. GAAP future net revenues 


are discounted at 10%. 
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1. Summary of significant accounting policies (Cont'd) 


Gains or losses are not recognized upon disposition of oil and gas properties unless crediting the proceeds against 


accumulated costs would result in a change in the rate of depletion of 20% or more. 


Depletion is provided on costs accumulated in producing cost centers including production equipment using the unit 
of production method. For purposes of the depletion calculation, gross proved oil and gas reserves as determined by 
outside consultants are converted to a common unit of measure on the basis of their approximate relative energy 
content. Depreciation has been computed for equipment, other than production equipment, on the straight-line 


method based on estimated useful lives of four to ten years. 


Substantially all of Canada Southern's exploration and development activities related to oil and gas are conducted 
jointly with others and accordingly the consolidated financial statements reflect only Canada Southern's 


proportionate interest in such activities. 


Revenue recognition 
Canada Southern recognizes revenue on its working and royalty interest properties from the production of oil and 


gas in the period the oil and gas units are sold. 


Revenue under carried interest agreements is recorded in the period when the net proceeds become receivable, 
measurable and collection is reasonably assured. Under the carried interest agreements Canada Southern receives oil 
and gas revenues net of operating and capital costs incurred by the working interest participants. The time the net 
revenues become receivable and collection is reasonably assured depends on the terms and conditions of the 
relevant agreements and the practices followed by the operator. As a result, net revenues may lag the production 


month by one or more months. 


On September 14, 2001, the trial court in Calgary issued its written reasons for its decision in the Kotaneelee 
litigation and on November 1, 2001 the Court finalized its judgment. The judgment affirms that, although the 
defendants have a continuing contractual obligation (but not a fiduciary obligation) to develop the Kotaneelee gas 
field and market the field's gas at the earliest feasible date, they did not breach their contractual obligation to market 
the gas. The Court also ordered that the field's carried interest account be reduced by $5,297,000 and declared that 
gas produced at the field is not subject to processing fees. Although the Court did not quantify the amount payable 
to Canada Southern as a result of the processing fee declaration and the adjustment of the carried interest account, 
Canada Southern has calculated that amount to be approximately $25,000,000 before any applicable taxes. The trial 
court determined that the issue of whether interest accrued on the carried interest account had been abandoned. 
The trial court retained jurisdiction on the issue of taxable costs, but the Court has expressed a desire to defer its 
consideration of costs until the Court of Appeal rules on appeals taken by the parties. Canada Southern has not 
recorded the above estimated $25,000,000 amount due because the decision has been appealed and collection of 


the amount is not assured. 
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1. Summary of significant accounting policies (Cont'd) 


Net income (loss) per share 

In 2001, Canada Southern, in accordance with the standards issued by the Canadian Institute of Chartered 
Accountants, retroactively adopted the treasury method of earnings per share ("EPS"). The new methodology 
establishes dilution assuming proceeds from the exercise of dilutive options are used to purchase shares at the 
average market price. The previous methodology assumed proceeds were used to repay debt. There is no change in 


EPS for years prior to adoption, as the effect of the exercise of stock options would have been anti-dilutive. 


Future site restoration provision 

Canada Southern has established a policy to accrue for its potential share of future site restoration provision for all 
working interest properties held. The estimated amount of these costs, which totals approximately $1,595,000, is 
being provided for on a unit of production basis in accordance with existing legislation and industry practice. At 
December 31, 2002, Canada Southern had accrued for $572,000 of these costs with $1,023,000 remaining to be 
accrued in the future. The estimated costs of abandoning carried interest wells are not included in future site 
restoration costs. The Company expects that these costs would be paid by the working interest partners and charged 


to the carried interest account. 


Future income taxes 

Canada Southern follows the liability method of accounting for income taxes. Under this method, Canada Southern 
records income taxes to give effect to temporary differences between the carrying amount and the tax bases of 
Canada Southern's assets and liabilities. Future income taxes are recorded at the substantively enacted income tax 
rates that are expected to apply when the future tax liability is settled or the future tax asset is realized. Income tax 


expense is the tax payable for the period and the change during the period in future income tax assets and liabilities. 


Foreign currency translation 
Transactions for settlement in U.S. dollars have been translated at average monthly exchange rates. Monetary assets 
and liabilities in U.S. dollars have been translated at the year end exchange rates. Exchange gains or losses resulting 


from these adjustments are included in costs and expenses. 


Financial instruments 
The carrying value for cash equivalents, accounts receivable and accounts payable approximates their fair value 


based on anticipated cash flows and current market conditions. 
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1. Summary of significant accounting policies (Cont'd) 


Stock based compensation 

Canada Southern has a stock based compensation plan for its employees, officers, directors, and non-employees to 
acquire common shares. Stock options are issued at the fair market value of the shares on the date of the grant. As 
Canada Southern follows the intrinsic value method in accounting for its stock options issued to employees, officers 
and directors, no compensation expense is recorded when options are granted. Options issued to non-employees 
are valued at fair value and compensation expense is recorded when the options are granted. Consideration received 
on the exercise of the options is credited to share capital. Note 9 contains the details of the current options 


outstanding. 


2. Cash and cash equivalents 


Canada Southern considers all highly liquid short-term investments with maturities of three months or less at date of 
acquisition to be cash equivalents. Cash equivalents are carried at cost, which approximates market value due to their 
short term nature. 


December 31 


2002 2001 
Cash $ 212,389 $ 212,751 
Canadian marketable securities (Yield: 2002 - 2.8%, 2001 - 2.2%) 16,639,567 499,130 
U.S. marketable securities (Yield: 2002 - 1.9%, 2001 -2.7%) 2,602,497 294,920 
Canadian money market mutual funds (Yield: 2001 - 2.4%) - 12,097,865 
Total $ 19,454,453 $ 13,104,666 


3. Accounts receivable 


Accounts receivable is comprised of normal trade accounts from various industry partners in the Company's oil and 
gas properties as follows: 


December 31 


2002 2001 
Kotaneelee partners $ 1,927,566 Cee sS 
Anadarko Canada 126,968 362,613 
Samson Canada Ltd. 269,860 66,589 
Others 358,973 405,097 
Total $ 2,683,367 $ 3,008,632 


The Kotaneelee partners are comprised of BP Canada Energy Company, Devon Canada Corporation, Imperial Oil 


Resources and ExxonMobil Canada Properties. 
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4. Oil and gas properties and equipment 


The following tables provide the detail of oil and gas properties and equipment at December 31, 2002 and 2001: 


Depreciation 


Depletion and, Net Book 
Cost Write downs Value 

Balance December 31, 2002 
Oil and gas properties — developed $ 19,985,513 $ 13,769,766 $ 6,215,747 
Oil and gas properties (U.S.) — developed 1,319,218 1,319,218 - 
21,304,731 15,088,984 6,215,747 
Equipment 86,069 74,353 11,716 
$ 21,390,800 $ 15,163,337 $ 6,227,463 

Balance December 31, 2001 
Oil and gas properties — developed $7) 919;518,906 Sy 11g3837 66 $_ <8;135, 140 
Oil and gas properties (U.S.) - developed 1,319,218 1,319,218 - 
20,838,124 12,702,984 8,135,140 
Equipment 78,524 61,994 16,530 
$ 20,916,648 $ 12,764,978 $ 8,151,670 


As at December 31, 2002 and 2001, there were no capital assets relating to undeveloped properties, which have been 


excluded from the depletion calculation. During 2002 and 2001, there were no general and administrative expenses 


that were capitalized ($70,000 in 2000). 


On January 15, 2001, Canada Southern sold its interest in Doe Creek, British Columbia for $800,000, effective 


January 1, 2001. 


During 2000, the carrying value costs of approximately $635,000 of the Texas project were written down to a nominal 


value of $1.00. The amount of write down was the same under both Canadian and U.S. GAAP. 
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5. Accrued liabilities 


December 31 


Accrued liabilities 2002 2001 
Accounting and legal expenses $ 54,150 $ 55,000 
Joint venture audit fees 42,105 * 
Large corporation taxes - 24,548 
Royalties 201,100 38,300 
Audit fees 38,500 30,000 
Engineering fees 30,049 25,000 
Capital and operating costs 701,600 709,100 

$1,067,504 $ 881,948 


The working interest partners of the Buick Creek property in British Columbia are presently in the process of 
recognizing Canada Southern as an owner of the production facilities. When the process has been completed, 
Canada Southern anticipates that it will be responsible for the payment of approximately $675,000 for its estimated 
share of the costs related to facility improvements that were completed in December 2001. As a result this amount 


has been included in oil and gas properties and accrued liabilities since December 31, 2001. 


6. Income taxes 


Income taxes vary from the amounts that would be computed by applying the statutory Canadian federal and 


provincial income tax rates as follows: 


Years ended December 31 


2002 2001 2000 
43.68% 43.37% 44 84% 
Provision (recovery) for income taxes based on combined 

basic Canadian federal and provincial income tax $ 1,690,239 $ 4,964,726 $ (1,419,885) 
Nondeductible crown charges 708,801 330,447 40,361 
Resource allowance (763,705) 14,439 284,725 
Non capital loss previously unrecognized (120,749) (3,295,548) - 
Other (1,586) 4,692 (16,902) 
Depletion previously unrecognized - (856,656) - 

Rate adjustments - 33,600 
Unrecognized benefit of tax loss - 2 1,029,476 
Actual income tax expense (recovery) $ 1,513,000 $ 1,195,700 $ (82,225) 
Future income tax expense (recovery) $ 1,516,000 $ 1,165,700 $ (82,225) 
Current income tax expense (recovery) (3,000) 30,000 . 
Total $, 1,513,000 Se 9S (0C" 63 (82,225) 
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6. Income taxes (Cont'd) 


At December 31, 2002, Canada Southern had no net operating losses for Canadian income tax purposes which are 


available to be carried forward to future periods. 


At December 31, 2002, Canada Southern had the following oil and gas income tax deductions available to reduce 


future taxable income, subject to a final determination by taxation authorities. 


Canada 

Drilling, exploration and lease acquisition costs $3,575,000 
Undepreciated capital costs 1,814,000 
Cumulative eligible capital 44352;000 


United States 
Net operating losses U.S.$ 962,000 


Canada Southern has a future income tax liability which primarily represents the excess of recorded value of oil and 
gas properties over the available resource deductions for income tax purposes. In 2001 Canada Southern had a 
future income tax asset which primarily represented the excess of available resource deductions for income tax 
purposes over the recorded value of oil and gas properties together with operating and capital income tax loss carry 
forwards. These amounts are expected to be recovered from the production of current oil and gas reserves. As 
certain of the resource deductions are restricted, there is considerable risk that these deductions will not be utilized. 


Accordingly, Canada Southern has established a valuation allowance to recognize this uncertainty. 


December 31 


2002 2001 
Tax value of assets (less than) in excess of carrying value $ (271,199) $ 1,148,315 
Future site restoration costs 187,380 84,769 
Tax value of loss carry-forward - 187,427 
Future income tax (liabilities) assets : (83,819) 1,420,511 
Valuation reserve (932,181) (920,511) 
Net future income tax (liability) asset $ (1,016,000) $ 500,000 
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7. Future site restoration provision 


December 31 


2002 2001 
Balance - beginning of year $ 263,340 $ or 186323 
Future site restoration provision 314,000 137,000 
Current year expenditures (5,362) (9,783) 
Balance — end of year $: 1n0571,978 $ 263,340 


Total future site restoration provision at December 31, 2002 was estimated to be $1,595,000. The estimated future site 
restoration costs to be accrued over the remaining life of the proven reserves at December 31, 2002 were 


approximately $1,023,000. 


8. Commitments and Contingencies 


Litigation 

Canada Southern's principal asset is a 30% carried interest in the Kotaneelee natural gas field located on Exploration 
Permit 1007 in the Yukon Territory, Canada. The permit consists of 30,753 gross acres. This permit is partially 
developed into a natural gas field. There have been six wells drilled: two producing natural gas wells, one salt water 
disposal well and three abandoned wells. Gross natural gas production from the field for the month of December 


2002 was approximately 32.1 million cubic feet per day. 


Since 1989, Canada Southern and the other carried interest parties have been involved in litigation in the Court of 
Queens Bench in Calgary, Canada with the field working interest parties ("defendants"). Canada Southern claims 
that the defendants breached a contract obligation and/or a fiduciary duty owed to Canada Southern to market gas 
in 1984 from the field when it was possible to so. In addition, Canada Southern claimed that Canada Southern's 
carried interest account should be reduced because of improper charges to the carried interest account by the 
defendants. Canada Southern sought money damages and the forfeiture of the Kotaneelee gas field. Canada 
Southern presented evidence at trial that the money damages sustained by Canada Southern were 

approximately $100,000,000. 


A carried interest owner, such as Canada Southern, is entitled to receive its share of field revenues after the working 
interest parties recover their operating and capital costs. Although, according to the operator's reports, the 
Kotaneelee gas field reached pay out status during November 1999, the operator notified Canada Southern in 
December 1999 that it would not make any payments to the carried interest owners, including Canada Southern, until 
the issue of the amount of recoverable costs under the carried interest account has been resolved by the Court of 
Queens Bench in Calgary, Canada. The operator deposited Canada Southern's share of net production proceeds in 


an interest bearing account with an escrow agent. 
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8. Commitments and contingencies (Cont'd) 


On September 14, 2001, the trial court in Calgary issued its written reasons for its decision in the Kotaneelee 
litigation and on November 1, 2001 the Court finalized its judgment. The judgment affirms that, although the 
defendants have a continuing contractual obligation (but not a fiduciary obligation) to develop the Kotaneelee gas 
field and market the field's gas at the earliest feasible date, they did not breach their contractual obligation to market 


the gas. 


The Court also ordered that the field's carried interest account be reduced by $5,297,000 and declared that gas 
produced at the field is not subject to processing fees. Although the Court did not quantify the amount payable to 
Canada Southern as a result of the processing fee declaration and the adjustment of the carried interest account, 


Canada Southern has calculated that amount to be approximately $25,000,000 before any applicable taxes. 


The trial court retained jurisdiction on the issue of taxable costs, but the Court has expressed a desire to defer its 
consideration of costs until the Court of Appeal rules on appeals taken by the parties. Canada Southern has not 
recorded the above estimated $25,000,000 amount due because the decision has been appealed and collection of 


the amount is not assured. 


Under Canadian law, certain costs (known as taxable costs) of the litigation may be assessed against the non- 
prevailing party. Effective September 1, 1998, the Alberta Rules of Court were amended to provide for a material 


increase in the costs which may be awarded to the prevailing party in matters before the Court. 


The trial was lengthy, complicated and costly to all parties and Canada Southern expects that the parties who 
ultimately prevail in the litigation will argue for a substantial assessment of costs against the non-prevailing party or 
parties. The Court has very broad discretion as to whether to award costs and disbursements and as to the 


calculation of any amounts to be awarded. 


Accordingly, Canada Southern is unable to determine whether, in the event that Canada Southern does not 
ultimately prevail on its claims in the litigation, costs will be assessed against Canada Southern or in what amounts. 
However, since the costs incurred by the defendants have been substantial, and since the Court has broad discretion 
in the awarding of costs, an award of costs to the defendants potentially could be material. As of December 31, 2002, 
Canada Southern had expended in excess of $15,500,000 on the litigation and believes the defendants have 
expended substantially more than that amount. A cost award against Canada Southern could be of sufficient 
magnitude to necessitate a sale of Canada Southern’s assets or a debt or equity financing to fund such an award. 


There are no assurances that any such sale or financing would be consummated. 


The plaintiffs and each of the defendants have filed appeals and/or cross appeals of the trial court decision with the 
Court of Appeal in Calgary, Alberta. All written filings were filed by both Canada Southern and the defendants prior 
to the Court imposed deadline of December 31, 2002. The case management Justice of the Court of Appeal has 


advised the parties to the litigation that oral arguments will be heard in early December 2003 unless earlier dates 


become available on the Court's calendar. 
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8. Commitments and contingencies (Cont'd) 


Based upon evidence discovered after the trial began, Canada Southern filed a claim during May 1998 that the 
defendants failed to develop the field in a timely manner. Canada Southern is unable to estimate the time necessary 


to conclude this claim. 


There is no assurance that Canada Southern will be successful on its claims, which have been vigorously defended by 
the defendants. There is also no assurance that Canada Southern will be awarded any damages, or that, if ultimately 


damages are awarded, the Court will apply the measure of damages Canada Southern claims should be applied. 


Facilities and operations 

Prior to January 2001, Canada Southern held a significant portion of its oil and gas properties in British Columbia in 
the form of carried interests. In approximately January 2001 the operators recovered all of their costs from the carried 
interest account through related net production revenue (payout occurred). Effective January 1, and April 1, 2001, 


Canada Southern converted certain of these properties to a working interest position. 


When development of these properties occurred, the operators charged certain facility and pipeline infrastructure 
construction costs to the carried interest account. As a result of payout and conversion, Canada Southern has paid for 


and therefore believes that it should be recognized as an owner of these facilities. 


The working interest partners of the Buick Creek property in British Columbia are presently in the process of 
recognizing Canada Southern as an owner of the production facilities. When the process-has been completed, 


Canada Southern anticipates that it will be responsible for the payment of approximately $675,000 for its estimated 


share of costs related to facility improvements that were completed in December 2001. As a result this amount has 


been included in oil and gas properties and accrued liabilities since December 31, 2001. 


Canada Southern may also be invoiced for additional operating and or capital costs at Buick Creek and certain other 


areas. Possible amounts of such costs are currently undeterminable. 


Operating lease commitment 

At December 31, 2002, the future minimum rental payments and estimated operating costs applicable to Canada 
Southern's non-cancelable five year operating (office) lease which was effective June 1, 2000, total $114,260 as 
follows: $46,690 in 2003, $47,696 in 2004 and $19,874 in 2005. 
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9. Limited voting shares and stock options 


The Memorandum of Association (Articles of Continuance) of Canada Southern provides that no person (as defined) 


shall vote more than 1,000 shares. 


Under the terms of Canada Southern’s 1992 and 1998 stock option plans, Canada Southern is authorized to grant 

certain employees, directors and non-employees options to purchase Limited Voting Shares at prices based on the 
market price of the shares as determined on the date of the grant. The options are normally issued for a period of 
five years from the date of grant. Since adoption of the new stock option rules under GAAP, no stock options have 


been issued to non-employees. 


A summary of stock option transactions for the three years ended December 31, 2002 is as follows: 


Options Outstanding Expiration Dates Number of Shares Option Prices ($) 
January 1, 2000 Nov. 2000 - Jan. 2004 523,500 ($6.92 weighted average) 
Granted 75,000 8.36 
Exercised (1,000) 7.00 
Expired (4,000) 7.00 
December 31, 2000 May 2001 - Jan. 2005 593,500 ($7.11 weighted average) 
Granted 45,000 6.81 
Exercised (131,800) 6:79 
Expired (64,000) 6.81 
December 31, 2001 Jan. 2004 - Nov. 2006 442,700 ($7.21 weighted average) 
Granted Jan. 2007 100,000 Ve53 
Granted April 2007 50,000 6.81 
Expired June 2002 (75,000) 8.36 
December 31, 2002 Jan. 2004 - April 2007 517,700 ($7.07 weighted average) 
Summary of Options Outstanding at December 31, 2002 Total Exercisable Option Prices ($) 
Granted 1999 Jan. 2004 322,700 322,700 $7.00 
Granted 2001 Nov. 2006 45,000 15,000 $6.81 
Granted 2002 Jan. - April 2007 150,000 150,000 $6.81 - $7.53 
Total - December 31, 2002 517,700 487,700 
Options Reserved for Future Grants 380,134 


The dates that unvested options become exercisable are 15,000 on May 1, 2003 and 15,000 on May 1, 2004. 
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9. Limited voting shares and stock options (Cont'd) 


The following table outlines the calculation of basic and diluted net income (loss) per share using the treasury 


stock method: 


Years ended December 31 2002 2001 2000 
Basic Diluted Basic Diluted Basic Diluted 
Net income (loss) $2,356,595 $2,356,595 $10,182,501 $10,182,501 $(3,084,333) $(3,084,333) 
Weighted average common 
shares outstanding 14,417,770 14,417,770 14,365,278 14,365,278 14,285,047 14,285,047 
Add dilutive effects: 
Stock options - - - 110,510 - - 


Weighted average common 

shares for net income 

(loss) per share calculation 14,417,770 14,417,770 14,365,278 14,475,788 14,285,047 14,285,047 
Net income (loss) per share $0.16 $0.16 $0.71 $0.70 $(0.22) $(0.22) 


Pro forma information regarding net income and net income per share is required by Canadian and U.S. accounting 
standards, and has been determined as if Canada Southern had accounted for its stock options using the fair value 
method. The fair value for these options was estimated at the date of grant using a Black-Scholes option pricing 
model. Option valuation models require the input of highly subjective assumptions including the expected stock 
price volatility. All of the valuations assumed no expected dividend. The assumptions used in the 2000 valuation 
model were: risk free interest rate - 6.7%, expected life - 5 years and expected volatility - .578. The assumptions used 
in the 2001 valuation model were: risk free interest rate - 3.5%, expected life - 5 years and expected volatility - .625. 
The assumptions used in the 2002 valuation model were: risk free interest rate - 3.96%, expected life - 5 years and 


expected volatility - .647. 


Because Canada Southern’s stock options have characteristics significantly different from those of traded options, 
and because changes in the subjective input assumptions can materially affect the fair value estimate, in 
management's opinion, the existing models do not necessarily provide a reliable single measure of the fair value of 


its stock options. 
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9. Limited voting shares and stock options (Cont'd) 


For the purpose of pro forma disclosures, the estimated fair value of the stock options is expensed in the year of 


grant since the options are immediately exercisable. Canada Southern’s pro forma information is as follows: 


Amount Per Share 
Net loss as reported — December 31, 2000 $ (3,084,333) SeeZ2) 
Stock option expense (112,000) : 
Pro forma net loss — December 31, 2000 $ (3,196,333) S22) 
Net income as reported — December 31, 2001 SeOMS250i Lael 
Stock option expense (122,000) (.01) 
Pro forma net income — December 31, 2001 ’ ¢ 10,060,501 5 fo) 
Net income as reported — December 31, 2002 $ 2,356,595 ss 
Stock option expense (652,820) (.05) 
Pro forma net income — December 31, 2002 SL OS aS oy palit 


10. Related party transactions 


In 1991, Canada Southern granted interests to certain officers, employees, directors, litigation counsel and 
consultants aggregating 7.8% (an additional .75% was granted in 1997 to litigation counsel) of any and all net 
recoveries from the defendants in the Kotaneelee gas field litigation due to the defendants’ failure to assure the 


earliest feasible development and marketing of gas and due to other failures. 


Murtha Cullina LLP, securities counsel to Canada Southern, (Mr. Timothy L. Largay, a partner of the firm, has been a 
director of Canada Southern since 1997) was granted a 1% interest and Directors Benjamin W. Heath and Arthur B. 
O'Donnell were granted a 0.25% and 0.33 1/3% interest, respectively. Mr. O’Donnell’s interest was derived from a 


1% interest granted to G&O'D INC in 1991. 


Mr. Heath has royalty interests in certain of Canada Southern's oil and gas properties, (present and past) which were 
received directly or indirectly through Canada Southern. Canada Southern and third-party operators and/or owners of 
properties made payments pursuant to these royalties for the benefit of Mr. Heath totaling U.S. $21,007, U.S. $40,538 
and U.S. $25,247 in 2002, 2001 and 2000, respectively. These amounts have been recorded at 


exchange values. 


The law firm Murtha Cullina LLP was paid fees of $153,978 for the year 2002 ($230,992 for 2001 and $94,876 for 2000). 


Kanik and Associates Ltd. (controlled by Mr. Kanik, a director of the Company) were paid fees of $66,667 during the 
year (no such fees were paid in 2001 and 2000). 
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11. Other financial information 


Years ended December 31 


2002 2001 2000 
Royalty payments (1) $2,215,503 Sa3 2805835 $ 84,769 
Rent payments $ 48,668 $ 49,143 $ 49,057 
Interest and line of credit fees $ 2,260 $ 12,540 $ 4,641 
Large corporation & capital tax payments $ 70,258 $ 23,768 $ 7 824 
Accounting and administrative services (2) $ 157,713 $ 230,865 $ 276,879 


(1) Oil and gas sales are reported net of royalties incurred. The amount for the year ended December 31, 2002 
includes $1,481,319 (2001 - $2,384,723, 2000 - $45,873) of royalties paid out of carried interest revenues. 


(2) G&O'D INC, a Connecticut, United States - based company provided certain accounting and financial services to 
Canada Southern for many years until December 31, 2002. 


12. U. S. GAAP — Other comprehensive income 


Classifications within other comprehensive income relate to unrealized losses on certain investments in equity 

securities. During 1998, the Company wrote down the value of its interest in the Tapia Canyon, California heavy oil 
project to a nominal value. During August 1999, the project was sold and the Company received shares of stock in 
the purchaser. The purchaser has become a public company (Sefton Resources, Inc), which is listed on the London 


Stock Exchange (trading symbol "SER"). At December 31, 2002, thie Company owned approximately 3% (2001 - 4%) 


of Sefton Resources, Inc. ("Sefton") with a fair market value of approximately $58,000 (2001 - $427,000) and a carrying 


value of $1.00. The shares of Sefton were restricted and could not be sold before December 2001. The shares are 


also subject to a lock-in agreement that restricts the ability of the Company to dispose of its holding on the 


open market. 


Under U.S. GAAP, the Sefton shares would be classified as available-for-sale securities and recorded at fair value. This 


would result in other comprehensive loss for the years ended December 31, 2001 and 2002. In addition, the balance 
sheet would reflect marketable securities in the amount of $58,000 (2001 - $427,000) with a corresponding credit to 
Shareholders’ Equity - Accumulated other comprehensive income in: the same amount. 


Years ended December 31 


2002 2001 
Net income $ 2,356,595 $ 10,182,501 
Change in value of available for sale securities (368,353) (607,373) 


Other comprehensive income $ 1,988,242 $9:575,128 
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13. U.S. accounting developments 


In June 2001, the FASB issued Statement No. 143 "Accounting for Asset Retirement Obligations." This statement 
requires the fair value of a liability for an asset retirement obligation be recognized in the period in which it is 
incurred if a reasonable estimate of the fair value of a liability can be made. The associated asset retirement costs are 
capitalized as part of the carrying amount of the long-lived asset. The requirements are effective for fiscal years 
beginning on or after June 15, 2002. The effect of this pronouncement on the financial position of Canada Southern 


and the resulting Canadian and U.S. GAAP differences, are yet to be determined. 


14. Comparative figures 


Certain figures presented for comparative purposes have been reclassified to conform to the current year’s financial 


statement presentation. 
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CANADA SOUTHERN PETROLEUM LTD. 
SUPPLEMENTARY INFORMATION ON OIL AND GAS PRODUCING ACTIVITIES 


(unaudited) 


Supplementary Oil and Gas Data 


Years ended December 31, 


Total Sales Volumes (before royalties) 2002 2001 Change % Change 
Carried interests (mcf) 3,166,982 3,504,161 (337,179) (10%) 
Carried interests (bbls) 560 402 158 39% 
Natural gas (mcf) 655,498 i113, 599 141,899 28% 
Oil and liquids (bbls) 9,786 6,143 3,643 59% 
boe’'s (6 mcf = 1boe) 647,426 676,171 (28,745) (4%) 
boe's per day 1,774 1,853 (79) (4%) 
mcfe's (1 bb! = 6 mcfe) 3,884,558 4,057,028 (172,470) (4%) 
mcefe’s per day 10,643 Wass (472) (4%) 
The corporate sales mix between gas and liquids is as follows: 
Sales Mix Percent 
Natural gas (mcf) 98% 99% (1%) (1%) 
Oil and liquids (mcfe) 2% 1% 1% 100% 
The corporate netback analysis for carried interest sales is as follows: 
Carried interests (per mcfe) 
Sales $3.53 $ 5.40 $ (1.87) 35%) 
Royalties (.47) .68) Zl 31% 
Net Sales 3.06 4.72 (1.66) 35%) 
Lease operating expenses (.15) .10) (.05) (50%) 
Transportation (.51) yn) (.14) 38%) 
Processing - (57) Dy, 100% 
Carried interest capital (.05) .01) (.04) (400%) 
Field netback $2.39 $ 3.67 $ (1.32) (36%) 
The corporate netback analysis for working and royalty interest sales is as follows: 
Working and royalty interests (per mcfe) 
Sales $ 3.89 $ 6.86 $ (2.97) (43%) 
Royalties (1.03) (1.63) 60 37% 
Net Sales 2.86 5.23 (2.37) (45%) 
Lease operating expenses (1.09) (.85) (.24) (28%) 
Field netback $ 1.77 $ 4.38 $ (2.61) (60%) 


Definition of Terms 
boe = barrels of oil equivalent 


mef = thousand cubic feet of natural gas 
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mcefe = thousand cubic feet of natural gas equivalent 


bbl = barrel of oil 


2002 Annual Report 


The following information includes estimates which are subject to rapid and unanticipated change. Canada Southern 
cautions that the discounted future net cash flows from proved oil and gas reserves are not an indication of the fair 
market value of Canada Southern's oil and gas properties or the future net cash flows expected to be generated 
from the properties. The discounted future net cash flows do not include the fair market value of exploratory 
properties and probable or possible oil and natural gas reserves. Also, the estimates do not consider the effect of 
future changes in oil and gas prices, development, site restoration and production costs, and possible changes in tax 


and royalty regulations. The prescribed discount rate of 10% may not appropriately reflect future interest rates. 
All amounts below except for costs, acreage, wells drilled and present activities relate to Canada. Paddock Lindstrom 
& Associates Ltd., independent consultants, provided oil and natural gas reserve data and the information relating to 


cash flows. No reserve estimates were filed with any other Federal authority or agency. 


Estimated net quantities of proved liquids and gas reserves: 


Liquids Natural Gas 
Proved reserves: (bbls) (Bcf) 
December 31, 1999 29,600 23.484 
Revisions of previous estimates (4,787) (4.531) 
Production* 3,787 (.375) 
December 31, 2000 28,600 18.578 
Sale of properties - (.384) 
Revisions of previous estimates (1,585) (2.530) 
Production* (6,415) (3.581) 
December 31, 2001 20,600 12.083 
Revisions of previous estimates 47,138 1.631 
Production* (7,038) (3.244) 
December 31, 2002 60,700 10.470 
Proved developed reserves: 
December 31, 1999 29,600 23.484 
December 31, 2000 25,800 18.312 
December 31, 2001 20,600 12.083 
December 31, 2002 60,700 10.470 


SS 


* Production data includes natural gas and liquid sales and the proceeds from the carried interest properties. 
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Results of oil and gas operations: 


Years ended December 31, 


2002 2001 2000 
Income: 
Proceeds from carried interests $7,469,587 $12,879,512 $ 796,560 
Natural gas and liquid sales 2,041,788 2,878,632 435,575 
Tal aSi7/5 15,758,144 28271185 
Costs and expenses: 
Lease operating costs 778,586 468,089 62,778 
Depletion depreciation, and amortization 2,386,000 1,643,002 215,700 
Provision for future site restoration costs 314,000 137,000 300 
Abandonments and writedowns - = 634,582 
Current income tax expense (recovery) (3,000) 30,000 = 
Future Income tax expense (recovery) 1,516,000 1,165,700 (82,225) 
4,991,586 3,443,791 831,135 
Net income from operations $4,519,789 $12,314,353 $ 401,000 
Capitalized costs of oil and gas activities: 
Years ended December 31, 
2002 2001 2000 
Acquisition costs $67,000 $47,000 $92,000 
Exploration 100,000 355,000 65,000 
Development 299,000 832,000 195,000 
Total $466,000 $1,234,000 $352,000 
Standardized measure of discounted future net cash flows relating to proved oil 
and gas reserve quantities during the following period (in thousands of dollars): 
Years ended December 31, 
2002 2001 2000 
Future cash inflows $56,324 $34,658 $171,283 
Future development and production costs (9,580) (8,406) (7,345) 
46,744 26,252 163,938 
Future income tax expense” (18,888) (5,776) (50,591) 
Future net cash flows 27,856 20,476 113,347 
10% annual discount (6,854) (4,469) (28,167) 
Standardized measure of discounted 
future net cash flows $21,002 $16,007 $ 85,180 


* Reflects total tax pools for the years 2002, 2001 and 2000 that may be used to offset oil and gas income. The tax 


pools are comprised of carry forward of exploration, development and lease acquisition costs, undepreciated 


capital costs and earned depletion of $3,786,000, $9,416,000 and $21,988,000 for the years 2002, 2001, and 2000, 


respectively. 
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Current prices used in the above estimates were based upon selling prices at the wellhead at December of each year 
as follows: 2002 - $4.95 per mcf, 2001 - $2.66 per mcf and 2000 - $9.19 per mcf. Current costs were based upon 


estimates made by consulting engineers at the end of each year. 


Changes in the standardized measure during the following periods (in thousands of dollars) 


Years ended December 31, 


2002 2001 2000 

Changes due to: 
Sale of properties Suae $(3,197) Cpe: 
Extensions and discoveries 1,120 = - 
Prices and production costs 11,289 (24,171) 88,555 
Future development costs (384) (1,461) (273) 
Sales net of production costs (6,580) (28,380) (8,984) 
Development costs incurred 

during the year 299 832 195 
Revisions of quantity estimates 7,779 (52,195) 1,697 
Accretion of discount 1,977 9 088 3,461 
Net change in income taxes (10,505) 30,311 (30,509) 
Net change $4,995 $(69, 173) $ 54,142 
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Selected quarterly financial data (unaudited) 


The following is a summary (in thousands) except for per share amounts of the quarterly results of operations for the 


years 2002 and 2001: See Management's Discussion and Analysis of Financial Condition and Results of Operations. 


2002 QTR 1 OTR 2 QTR 3 OTR 4 

($) ($) ($) ($) 
Total revenues 2,393 Dey \ 2,206 2,817 
Costs and expenses (1,492) (1,744) (1,300) (1,531) 
Income tax provision (494) (228) (398) (393) 
Net income 407 549 508 893 
Per share (basic) 03 04 04 05 
Per share (diluted) 03 04 04 05 
Average number of shares outstanding 14,418 14,418 14,418 14,418 
2001 QTR 1 QTR 2 QTR 3 QTR 4 

($) ($) ($) ($) 
Total revenues 1,453 6,480 4,302 3,800 
Costs and expenses (809) (1,031) (992) (1,827) 
Income tax provision (58) (847) (271) (20) 
Net income 586 4,602 3,039 1,953 
Per share (basic) 04 oh vA 14 
Per share (diluted) 04 BZ 2) aS 
Average number of shares outstanding 14,309 14,337 14,401 14,418 


Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 


None. 


Part Ill 


For information concerning Item 10 — "Directors and Executive Officers of Canada Southern,” Item 11 — "Executive 


Compensation," Item 12 — "Security Ownership of Certain Beneficial Owners and Management and Related 


Stockholder Matters" (except for the Equity Compensation Plan information) and Item 13 — "Certain Relationships 


and Related Transactions," see the Proxy Statement of Canada Southern Petroleum Ltd. relative to the Annual 


Meeting of Shareholders to be held during June 2003, which will be filed with the Securities and Exchange 


Commission, which information is incorporated herein by reference. 
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters 


EQUITY COMPENSATION PLAN INFORMATION 


The following table provides information about the Company's common stock that may be issued upon the exercise 


of options and rights under all of the Company's existing equity compensation plans as of December 31, 2002, 
including the 1992 and 1998 Stock Option Plans. 


Plan Category 


Number of 
Securities to be 
issued upon 
exercise of 
outstanding options, 
warrants and rights 


(a) (#) 


Equity compensation 
plans approved by 


security holders 


Equity compensation 


plans not approved by 


security holders 


517,700 (1) 


Total: 


(1) 1998 Stock Option Plan - 319,866 options issued. 
(1) 1992 Stock Option Plan - 197,834 options issued. 


Weighted 


average 

exercise price 

of outstanding 
options, 

warrants and 

rights 

(b) ($) 


Number of securities 
remaining available for 
issuance under equity 
compensation plans 
(excluding securities 


reflected in column (a)) 


(c) (#)s 


380,134 


(2) Balance remaining under stock option plan. 


The Company's 1992 Stock Option Plan was approved by the shareholders of the Company on December 9, 1992. 
600,000 shares of the Company's Limited Voting Shares were authorized for issuance under the terms of the plan. 
Options under the plan may be granted only to directors, officers, key employees of, and consultants and consulting 
firms to, (i) the Company, (ii) subsidiary corporations of the Company from time to time and any business entity in 
which the Company from time to time has a substantial interest. The exercise price of each option to be granted 
under the plan shall not be less than the fair market value of the stock subject to the option on the date of grant of 
the option. Of the 600,000 authorized shares under the terms of the 1992 plan, no shares remain available for future 


issuance under the 1992 Stock Option Plan. 
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The Company's 1998 Stock Option Plan was approved by the shareholders of the Company on June 11, 1998. 
700,000 shares of the Company's common stock were authorized for issuance under the terms of the plan. Options 
under the plan may be granted only to directors, officers, key employees of, and consultants and consulting firms to, 
(i) the Company, (ii) subsidiary corporations of the Company from time to time and any business entity in which the 
Company from time to time has a substantial interest. The exercise price of each option to be granted under the plan 
shall not be less than the fair market value of the stock subject to the option on the date of grant of the option. As at 
December 31, 2002, a total of 319,866 options were granted under the plan and 380,134 options were available for 


future grants. 
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Item 14. Controls and Procedures 


During the 90-day period prior to the filing date of this report, management, including Randy L. Denecky, the 
Company's Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of the design and 
operation of the Company's disclosure controls and procedures (as defined in Rules 13a-14(c) and 15d-14(c) under the 
Securities Exchange Act if 1934). Based upon, and as of the date of that evaluation, the Chief Executive Officer and 
Chief Financial Officer concluded that the disclosure controls and procedures were effective, in all material respects, 
to ensure that information required to be disclosed in the reports the Company files and submits under the Exchange 
Act is recorded, processed, summarized and reported as and when required. Further, there were not any significant 
changes in the Company's internal controls or in other factors that could significantly affect these controls subsequent 
to the date of their evaluation. There were no significant deficiencies or material weaknesses identified in the 


evaluation and, therefore, no corrective actions were taken. 


It should be noted that any system of controls, however well designed and operated, can provide only reasonable, 
and not absolute, assurance that the objectives of the system are met. In addition, the design of any control system is 
based in part upon certain assumptions about the likelihood of future events. Because of these and other inherent 
limitations of control systems, there can be no assurance that any design will succeed in achieving its stated goals 


under all potential future conditions. 


Part IV 


Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K 


(a) (1) Financial Statements 


The financial statements and schedules listed below and included under Item 8, above are filed as part of this report. 


Page Reference 


Auditors’ Report 45 
Consolidated Balance Sheets as at December 31, 2002 and 2001 46 
For the years ended December 31, 2002, 2001 and 2000 
Consolidated Statements of Operations and Deficit 47 
Consolidated Statements of Cash Flows 48 
Consolidated Statements of Limited Voting Shares and Contributed 49 
Surplus for the three years ended December 31, 2002 
Notes to Consolidated Financial Statements 50-64 
Supplementary Information On Oil and Gas Producing Activities (unaudited) 65-68 
Selected quarterly financial data (unaudited) 69 
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(2) Consolidated Financial Statement Schedules 
All schedules have been omitted since the required information is not present or not present in amounts sufficient to 
require submission of the schedule, or because the information required is included in the consolidated financial 


statements or the notes thereto. 


(b) Reports on Form 8-K 
None. 
(c) Exhibits 


The following exhibits are filed as part of this report: 


Item Number 


2. Plan of acquisition, reorganization, arrangement, 


liquidation or succession 
Not applicable. 
hs Articles of Incorporation and By-Laws 
(a) Memorandum of Association as amended on June 30, 1982, May 14, 1985 and April 7, 
1988 filed as Exhibit 4B to Form S-8 as filed on November 25, 1998 (File number 001- 


03793) is incorporated by reference. 


(b) By-laws, as amended, filed as Exhibit 4C to Form S-8 as filed on November 25, 1998 
(File number 001-03793) are incorporated by reference. 


4. Instruments defining the rights of security holders, including indentures 
None. 

2 Voting trust agreement 
None. 
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10. Material contracts 
(a) Agreements relating to Kotaneelee Gas Field: 


(1.) Copy of Agreement dated May 28, 1959 between Canada Southern et al. and Home 
Oil Company Limited et al. and Signal Oil and Gas Company filed as Exhibit 10(a) to 
Report on Form 10-K for the year ended December 31, 1998 (File number 001-03793) is 
incorporated herein by reference. 

(2.) Copies of Supplementary Documents to May 28, 1959 Agreement (see (1) above), 
dated June 24, 1959, consisting of Guarantee by Home Oil Company Limited and Pipeline 
Promotion Agreement, filed as Exhibit 10(a) to Report on Form 10-K for the year ended 
December 31, 1998 (File number 001-03793) is incorporated herein by reference. 

(3.) Copy of Modification to Agreement dated May 28, 1959 (see (1) above), made as of 
January 31, 1961, filed as Exhibit 10(a) to Report of Form 10-K for the year ended 
December 31, 1998 (File number 001-03793) is incorporated herein by reference. 

(4.) Copy of Agreement dated April 1, 1966 among Canada Southern et al. and Dome 
Petroleum Limited et al., filed as Exhibit 10(a) to Report on Form 10-K for the year ended 
December 31, 1998 (File number 001-03793) is incorporated herein by reference. 

(5.) Copy of Letter Agreement dated February 1, 1977 between Canada Southern and 
Columbia Gas Development of Canada, Ltd. for operation of the Kotaneelee gas field, 
filed as Exhibit 10(a) to Report on Form 10-K for the year ended December 31, 1998 (File 
number 001-03793) is incorporated herein by reference. 


(b) Copy of Agreement dated January 28, 1972 between Canada Southern and Panarctic 
Oils Ltd. for development of the offshore Arctic Islands gas fields, filed as Exhibit 10(b) to 
Report on Form 10-K for the year ended December 31, 1998 (File number 001-03793) is 


incorporated herein by reference. 


(c) Stock Option Plan adopted December 9, 1992, filed as Exhibit 10(c) to Report on Form 
10-K for the year ended December 31, 1998 (File number 001-03793) is incorporated 


herein by reference. 

(d) Stock Option Plan effective July 1, 1998 filed as Exhibit A to Schedule 14A Information 
(Proxy Statement) as filed on May 1, 1998 (File number 001-03793) is incorporated by 
reference. 


We Statement re computation of per share earnings 


None. 
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WP. Statement re computation of ratios 


None. 


ee Annual report to security holders, Form 10-Q or 


quarterly report to security holders 


Not applicable. 


16. Letter re change in certifying accountant 


Not applicable. 


18. Letter re change in accounting principles 
None. 
Ale Subsidiaries of Canada Southern 


Canpet Inc. incorporated in Delaware on August 3, 1973. 


C. S. Petroleum Limited incorporated in Nova Scotia on December 15, 1981. 


22. Published report regarding matters submitted to vote of 


security holders 
None. 
ZS: Consents of experts and counsel 


(a) Paddock Lindstrom & Associates, Ltd. filed herein. 
(b) Ernst & Young, LLP filed herein. 


24. Power of attorney 


Not applicable. 
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99. Additional exhibits 


(a) Statement of Claim filed on October 27, 1989 against Columbia Gas Development of 
Canada Ltd., Amoco Production Company, Dome Petroleum Limited, Amoco Canada 
Petroleum Company Ltd., Mobil Oil Canada Ltd. and Esso Resources of Canada Ltd. in 
the Court of Queen's Bench of Alberta Judicial District of Calgary, Alberta, Canada, filed 
as Exhibit 99(a) to Report on Form 10-K for the year ended December 31, 1998 (File 
number 001-03793) is incorporated herein by reference. 

(b) Amended Statement of Claim, amending the October 27, 1989 Statement of Claim, filed 
on March 12, 1990, filed as Exhibit 99(b) to Report on Form 10-K for the year ended 
December 31, 1998 (File number 001-03793) is incorporated herein by reference. 

(c) Amended Statement of Claim in the same action, filed on November 17, 1993, filed as 
Exhibit 99(c) to Report on Form 10-K for the year ended December 31, 1998 (File number 
001-03793) is incorporated herein by reference. 

(d) Amended Statement of Third Party Notice by Amoco Canada Production Company Ltd. 
and Amoco Production Company, filed November 17, 1993 in the same action, filed as 
Exhibit 99(d) to Report on Form 10-K for the year ended December 31, 1998 (File number 
001-03793) is incorporated herein by reference. 

(e) Amended Statement of Defense to Third Party Notice by Anderson Oil & Gas Inc. 
(formerly Columbia Gas Development of Canada Ltd.) filed January 27, 1994 in the same 
action, filed as Exhibit 99(e) to Report on Form 10-K for the year ended December 31, 
1998 (File number 001-03793) is incorporated herein by reference. 

(f) The decision of the trial court in Calgary regarding the Kotaneelee gas filed litigation is 
incorporated by reference to Current Report on Form 8-K/A filed on October 1, 2001 ((File 
number 001-03793). 

(g) Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of 
the Sarbanes-Oxley Act of 2002 executed by Randy L. Denecky. 


(d) Financial Statement Schedules 


None. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly 
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 


CANADA SOUTHERN PETROLEUM LTD. 
(Registrant) 


By /s/ Randy L. Denecky 
Randy L. Denecky 
Dated: March 27, 2003 President 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 


following persons on behalf of the Registrant and in the capacities and on the dates indicated. 


By /s/_ Myron F. Kanik By /s/ Randy L. Denecky 
Myron F. Kanik Randy L. Denecky 
Director President, Treasurer and Chief 

Financial and Accounting Officer 

Dated: March 27, 2003 Dated: March 27, 2003 

By /s/_ Timothy L. Largay By /s/ Benjamin W. Heath 
Timothy L. Largay Benjamin W. Heath 
Director Director 

Dated: March 27, 2003 Dated: March 27 , 2003 

By /s/_ Arthur B. O'Donnell By /s/ Richard C. McGinity 
Arthur B. O'Donnell Richard C. McGinity 
Director Director 

Dated: March 27, 2003 Dated: March 27, 2003 
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Canada Southern Petroleum Ltd. 
Rule 13a-14 Certification 


|, Randy L. Denecky, certify that: 


1. | have reviewed this annual report on Form 10-K of Canada Southern Petroleum Ltd.; 


2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to 
state a material fact necessary to make the statements made, in light of the circumstances under which such 


statements were made, not misleading with respect to the period covered by this annual report; 


3. Based on my knowledge, the financial statements, and other financial information included in this annual report, 
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant 


as of, and for, the periods presented in this annual report; 


4. | am responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act 

Rules 13a-14 and 15d-14) for the registrant and have: 

a) designed such disclosure controls and procedures to ensure that material information relating to the 
registrant, including its consolidated subsidiaries, is made known to me by others within those entities, 
particularly during the period in which this annual report is being prepared; 

b) evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days 
prior to the filing date of this annual report (the "Evaluation Date"); and 

c) presented in this annual report my conclusions about the effectiveness of the disclosure controls and 


procedures based on my evaluation as of the Evaluation Date; 


5. |have disclosed, based on my most recent evaluation, to the registrant's auditors and the audit committee of 
registrant's board of directors (or persons performing the equivalent functions): 

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the 
registrant's ability to record, process, summarize and report financial data and have identified for the 
registrant's auditors any material weaknesses in internal controls; and 

b) any fraud, whether or not material, that involves management or other employees who have a significant 


role in the registrant's internal controls; and 


6. | have indicated in this annual report whether there were significant changes in internal controls or in other 
factors that could significantly affect internal controls subsequent to the date of my most recent evaluation, 


including any corrective actions with regard to significant deficiencies and material weaknesses. 


Date: March 10, 2003 


/s/ Randy L. Denecky 
Randy L. Denecky 
President, Treasurer, and Chief Financial 


and Accounting Officer 
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Suite 505, 706 - 7 Avenue SW 
Calgary, Alberta, Canada T2P 0Z1 
Tel: (403) 269-7741 

Fax: (403) 261-5667 


